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A War without Profiteering 


BriTISH GOVERNMENTS SYSTEM OF ProFits CONTROL 


On January 1, 1940, a system of control of retail prices came into 
operation throughout the United Kingdom and Northern Ireland. It was 
the result of planning by the Chamberlain Government. Designed to 
protect the small man against profiteering, it put an upper limit to the 
price of a suit of clothes, dungarees, pots and pans, knives and forks, torches 
and black-out material, and a long list of other everyday articles. 

This retail price control is one part of a systematic and comprehensive 
programme to prevent profiteering which the British Government had 
ready before the war, and which is now in operation. 

It is a five-fold programme, and is explained here. 

Part of the British Government’s five-fold programme went 
into operation even before war broke out. It is still developing. 
As it stands to-day, it can best be described under five heads: 


1. The Rise in the Bank Rate 


The first deterrent to private gain was taken ten days before 
war broke out. The bank rate, which had remained at 2 per cent. 
ever since 1932, was raised to 4 per cent. This increase was 
intended as a definite warning to the financial world that specula- 
tion in time of war was undesirable. By making bank credit 
more expensive, it encouraged people to repay bank loans rather 
than to borrow more money for speculative and other purposes. 

There is ample proof that this was the real motive behind the 
increase in bank rate. For a month later, after war had broken 
out, the Emergency War Budget was introduced, and simul- 
taneously the Bank rate was reduced to 3 per cent. The argument 
clearly was that the Emergency Budget provided the necessary 
deterrent to speculation and that a high bank rate was no longer 
required. On October 25, the bank rate was again reduced to 
2 per cent., when it was no longer required as a discouragement 
to speculation. 

2. Emergency War Taxation 

The Emergency War Budget indeed was sufficient proof in itself 
that private gain from the war was not to be allowed. The stan- 
dard rate of Income Tax was raised from 5/6 in the £ to 7/- 
for this year, and 7/6 as from March 31, 1940. Reductions were 
also made in the allowance in respect of earned income and 
dependents. There were increases in the surtax of higher 
incomes and in estate duties and also in indirect taxation on 
luxuries such as whisky, beer and tobacco. Last, but not least, 
an Excess Profits Tax of 60 per cent. was imposed on all 
company and similar profits earned in excess of the pre-war 
Standard—that is, roughly on the difference between war-time 
and pre-war profits. 


A 
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The main object of this heavy taxation was to provide the 
revenue needed for the financing of the war, but this object also 
means that even if anybody is able to earn an inflated war income 
he will only be able to keep a fraction of it. The rest will be 
taken from him by the Tax Collector. In the case of companies 
the 7/6 income tax, plus Excess Profits tax, means that 75 per 
cent. of excess profits arising out of the war are collected in 
taxation. Again, even if anyone succeeded in amassing private 
wealth, the Chancellor of the Exchequer has given a general 
promise that this will be dealt with at the end of the war. 


3. Control of Costs and Wholesale Prices 

The next step taken was in connection with supply. The 
Ministry of Supply and the Ministry of Food have been set up 
to organise the supply of munitions (including raw materials 
for munitions) and food. All contractors working for the 
Government are subject to a very elaborate costing system. Even 
before the war some contractors complained that, while Govern- 
ment orders gave them plenty of employment, they left a very 
narrow margin of profits. 

Since war broke out, many primary foodstuffs and materials 
have been placed under Government control and the general policy 
has been for the Ministries concerned to make bulk purchases 
abroad and in some cases to make big purchases at fixed prices 
which have already turned out to be below the world level. Here 
again definite steps have been taken to prevent earning of private 
profits at the nation’s expense. 


4. Rationing and Price Control 

Next there is a system of rationing and price control. The 
rationing of butter, bacon and ham started on January 8. By 
the spring a full food rationing system is probable. These steps 
have been taken not because of food shortage but to ensure that 
everyone has enough. It is not so generally known that many 
manufacturers find themselves virtually rationed in respect of 
their raw materials. 

There have, in fact, been complaints that export trade has 
been held up through the inability of the manufacturers to obtain 
essential raw materials. This is now being straightened out, but 
it shows once more that this whole question of supply has been 
organised under the Government so as to minimise competitive 
buying and spending and so, among other consequences, keep 
down prices. 

So far as the man in the street is concerned, rationing plus 
control of prices of many foods keep down his total expenditure. 
Retail price control is exercised by the Prices of Goods Act, 
which makes it a criminal offence to sell “price-regulated” goods 
at more than their price on November 21, 1939, plus a permitted 
increase to cover any actual rise in costs. The first list of “price- 
regulated” goods was issued on December 18, 1939. It includes 
clothing, black-out cloth, sand-bags, electric torches and batteries, 
household textiles, domestic cutlery, glass and ironmongery. 
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Complaints of profiteering, if any, are made by the public to 
local committees, of which there are 16. If the local committee 
upholds the complaint, it is forwarded to the Central Price Regu- 
lation Committee. If it is again upheld, the Central Committee 
requests the Board of Trade to prosecute. 


5. Watch on Inflation 


Inflation was the golden source of most profiteering in the last 
war. So far, there has been no real inflation in this war. One 
symptom of inflation, a labour shortage, is absent. While there 
is a shortage of some kinds of skilled labour, in general the main 
problem to date has been that of unemployment attributable to 
the war. 

Wholesale prices have risen by 25 per cent., but this increase 
is due to such obvious causes as the fall of the exchange value 
of the £, higher freights, war risk insurance, A.R.P. costs and 
the general rise in world prices. The cost of living has risen 
since the outbreak of war by not quite 12 per cent. 

The Prices of Goods Act described under (4) is a powerful 
safeguard against inflation. There is, in fact, no evidence that 
anyone is making war profits to date. On the contrary, the rise 
in wholesale prices means a proportionate addition to the manu- 
facturers’ raw material costs and so tends to reduce rather than 
to increase their profits. 

Summing it up, these measures of control mean that to meet 
the exigencies of the war Britain is evolving towards a planned 
economy. It is, however, a régime based not so much upon 
compulsion as upon mutual trust and upon the realisation that 
most people are prepared to play the game. It is, therefore, a 
régime much freer and more elastic than that in force in Germany. 

So far as war finance is concerned, Britain is determined to 
pay her way to the limit of her ability. She is accordingly taking 
steps to ensure that no one makes large profits out of the war; 
and that, even if they do, they will return them to the community 
through the tax collector. 


Articles in Overseas Journals 


The Accountant— 

January 13, 1940.—Leading Article on Contracts in Foreign 
Currency, Date of Exchange when Action Taken. Accoun- 
tants and the Law of Negligence—vii, by W. Summerfield and 
F. B. Reynolds. Prime Cost Contracts for Emergency Work. 
A System of Costing and Budgetary Control for Hospitals, 
by D. M. Livock. 

January 20, 1940.—Rationing and Economy, by Professor 
J. H. Jones. Accountants and the Law of Negligence—viii, by 
W. Summerfield and F. B. Reynolds. 

January 27, 1940.—Gross, Net and Purchasing Power Yields, 
by H. Ferguson. 
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February 3, 1940.—Leading Article on The Remuneration 
in Bankruptcy of a Trustee under a Deed of Arrangement. 
Economy, by Professor J. H. Jones. Factors in Price Fixing, 
by T. McAlpine. 

February 10, 1940.—Accountants and the Law of Negligence 
—ix, by W. Summerfield and F. B. Reynolds. Bankers on 
War Finance. 


Accountancy— 
February, 1940.—Financial Equilibrium in Wartime Busi- 
ness, by F. S. Bray. Accounting Work on a Punched Card 
Installation, by W. F. Edwards. 


The Certified Accountants’ Journal— 
February, 1940.—Orthodoxy and Heresy in Bank State- 
ments, by H. C. F. Holgate. 


The Journal of Accountancy— 

February, 1940.—Inventories and Receivables of Depart- 
ment Stores, Instalment Houses, Chain Stores and Other 
Retailers, being a Statement by the Committee on Auditing 
Procedure of the American Institute of Accountants. Account- 
ing for the Admissions and Retirements of Partners, by 
E. Nolan. 


National Security (Capital Issues) Regulations 


In the December issue of the Journal, it was observed that 
Statutory Rules No. 149 of 1939, published in the Commonwealth 
Government Gazette of November 14, 1939, (replacing Statutory 
Rules No. 117, published in the Gazette of October 13, 1939) did 
not contain an order published in Gazette of October 27, 1939, 
exempting from the application of the provisions of Regulation 
4 (1) (c), (now Reg. 5 (1) (c)) every no-liability company 
engaged in mining for gold, the normal practice of which is to 
make regular monthly calls upon its issued capital. 

An order has now been made (Commonwealth Gazette, No. 14 
of January 25, 1940) to the following effect: 

The Secretary to the Department of the Treasury as Delegate 
of the Treasurer has exempted all companies engaged principally 
in mining for gold (other than companies to which the Treasurer 
gives notice in writing that this order shall not apply) from the 
application of Reg. 5 (1) (c) of the National Security (Capital 
Issues) Regulations. 

Reg. 5 (1) (c) provides :— 

“A company, or any person acting for, or on behalf of, a 
Company, shall not, in any period of 12 months commencing from 
any date after October 13, 1939, without the consent in writing of 
the Treasurer, make a call upon shares issued by the Company s0 
that the total amount of the calls made by the Company in that 
period would exceed £2500.” 











mai 
tati 
pro 
and 
of 


con 
ind 








ion 
nt. 
ng, 


nce 


1Si- 
ard 


art- 
her 
ing 
int- 


by 


‘hat 
alth 
ory 
did 
39, 
tion 
any 
> to 


14 


rate 
ally 
iref 
the 
vital 


_, a 
rom 
x of 
y sO 
that 











THE AUSTRALIAN ACCOUNTANT 


Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 


DIFFERENTIATION IN ASSASSINATION 


The English Income Tax Payer of August, 1939, tells the 
following : 

“They are retelling the old, old story of the Irishman who 
went to confess. It is so old it will bear repeating. He was a 
rough fellow, and in a very roundabout manner and at great 
length he hinted at quite a number of murders. The priest 
chalked a mark on the sleeve of his cassock for each one. ‘An’ is 
that all now?’ he asked when at last the penitent paused. ‘I don’t 
think there was any more, an’ anyway they were just taxgitherers, 
no more and no liss,’ was the reply. ‘Taxgitherers!’ said his 
reverence indignantly, brushing the marks from his sleeve, “Tax- 
githerers! Why didn’t ye say so at first? Ye don’t come here 
to gossip, ye come to confiss yer sins!’ ” 


EXPENDITURE INCURRED IN KEEPING Works IN Goop ORDER 
WHILST CLOSED 

In Queensland Meat Export Co. Ltd. v. D.F.C. of T. (1939) 
1 A.I.T.R. 490, a meatworks company, which had carried on 
business at Brisbane and elsewhere in Queensland for many 
years, closed its works at Brisbane for three seasons, 1931-3, 
because of its inability to obtain an adequate supply of cattle 
owing to the establishment of an abattoir. The directors intended 
to resume operations when conditions improved, but on July 5, 
1934, they resolved to advertise the works for sale as a going 
concern. No offer was received, whereupon the directors decided 
to sell the buildings, machinery and plant, but not the freehold 
or the company’s wharf. During the above periods the company 
had expended money in guarding, insuring and maintaining the 
works in good working order and in effecting repairs to the 
plant. Held (i) that up to July 5, 1934, the cessation of business 
was merely temporary, and that all expenses incurred in keeping 
the works and plant in good order up to that date were allowable 
deductions under S. 23 (1) (a) of the previous Commonwealth 
Act. Further, the company was entitled to deduction in respect 
of repairs. “I consider that the establishment of the abattoir 
in Brisbane resulted in business competition, which compelled 
the appellant to close its works at Brisbane. Such closure was 
at first temporary. The works and plant were kept in good order 
and condition in the hope that they might be profitably used at 
some future date. When the decision to offer them for sale was 
made on 5 July, 1934, such hope had vanished, but in the expec- 
tation of sale the money expended until the end of November was 
properly expended in keeping the works and plant in good order 
and condition. I think it is one of the incidents of a business 
of this kind that competition or other adverse conditions may 
compel the owner to close down portion of its plant for an 
indefinite period. It is an ordinary business precaution that 
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during such period the works and plant should be maintained so 
far as possible in good working order, whether the ultimate result 
be that they should again be opened or that they should be sold 
or eventually dismantled. It appears to me that it is an incident 
of all competitive manufacturing works and plants that some of 
them may succumb temporarily or finally to their more successful 
rivals,” per E. A. Douglas J. at pp. 492-3. (ii) That the 
company should be allowed a reasonable time to effect a sale 
and that expenses properly incurred between July 5, 1934, and 
November 30, 1934 (the end of the company’s income year), to 
keep the works in good order were allowable deductions. “ Main- 
tenance for a reasonable time of a plant which is about to be sold 
appears to me to be an incident of the business and to be an 
outgoing or loss in the gaining or producing of assessable 


income,” per E. A. Douglas J. at p. 493. 


SHarES ALLOTTED AS REMUNERATION 

In the December issue of the Journal at p. 297 the decision of 
the English Courts in Lowry v. Consolidated African Selection 
Trust Ltd. [1939]1 All E. R. 353 was cited. In that case it was 
held that where a director of a company was given the right to 
take up unissued shares at par value, which was less than the 
current market value, the difference between those values was an 
allowable deduction to the Company. 

A subscriber has asked in what way the company could claim 
this difference in value as a deduction. In reply it is suggested 
that the following is the appropriate entry to be made in the 
company’s books. 

Director’s Account .. .. Dr. £1000 
Profit and Loss A/c. .. Dr. 500 
(bonus to director) 
To Unallotted Shares . £1000 
» Premium on Shares 500 


DomINIon INcoME Tax RELIEF 

For a recent decision of the House of Lords in connection with 
Dominion Income Tax Relief under s. 27 of the British Finance 
Act, 1920, see National Mortgage & Agency Co. of New Zealand 
Ltd. v. I. R. Comrs. (1935-8) 22 Tax Cas. 223. The principal 
business of the company, which was incorporated and controlled 
in the United Kingdom, was the lending of money in New Zealand. 
The House of Lords held that, for the purpose of Dominion 
Income Tax Relief, the amount of the income from the company’s 
business as computed for the purpose of United Kingdom Income 
Tax should be compared with the amount of such income as 
computed for the purpose of New Zealand Income Tax, excluding 
only items of income not common to both assessments; that 
Dominion Income Tax Relief was due upon the smaller of the 
two amounts, without further adjustment by reference to particular 
allowances or deductions made in ascertaining the statutory income 
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for the purpose of the respective taxes; and that in ascertaining 
the amount on which Dominion Income Tax Relief was due to the 
company the amount of the assessment made upon the company 
in New Zealand as agent for its debenture-holders in respect of 
debenture interest should be taken into account. 


New CoMMONWEALTH LOAN 
Subject to full Commonwealth Income Tax 

Section 52 B (2) of the Commonwealth Inscribed Stock Act 
provides that, if the prospectus so declares, the interest derived 
from Commonwealth loans issued after September 12, 1931, shall 
be subject to the same concession as is provided under s. 20 of the 
Commonwealth Debt Conversion Act, i.e., the interest shall not 
be taxed to a greater extent than the rates in force in 1930. 

The above concession has been granted in respect of all loans 
issued since September 12, 1931, with exception of the last 
Commonwealth loan of £18,000,000 raised in March, 1940. The 
interest on this last loan is subject to full Commonwealth income 
tax at the rates in force during its currency, but, like its predeces- 
sors, is not subject to State income tax. 

It is presumed that all future Commonwealth loans will be 
subject to full Commonwealth income tax. 

Our sincere congratulations to the Commonwealth Treasurer 
on his courageous stand. 


DISTRIBUTABLE INCOME OF PRIVATE CoMPANY 
E. F. (Sydney) asks to be advised with regard to— 
(a) “Distributable income” of private companies under the 
Commonwealth and New South Wales Acts, and 
(b) Whether the payment of private company tax is deductible 
in determining its “distributable income.” 


Answer: The provisions of the Commonwealth Income Tax 
Assessment Act and the New South Wales Income Tax ( Manage- 
ment) Act differ materially. It is proposed briefly to state the 
provisions of each Act separately and then to summarise the 
essential differences between these two Acts. 

Commonwealth: Section 103 (1), as amended by Act No. 46 
of 1938, defines “distributable income” as meaning the amount 
obtained by deducting from the taxable income of a company :— 

(a) All taxes which, in the year of income, are paid under this 

or the previous Act, or paid in any country out of Australia 
in respect of income of the company which is taxable under 
this or the previous Act, and 

(b) the net loss, except to the extent to which it is a loss of a 

capital nature, incurred by the company in the year of 
income in carrying on its business out of Australia. 

Therefore, the “distributable income” of a private company, 
under the Commonwealth Act, is determined by deducting from 
the Company’s taxable income : 
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(a) All taxes paid in the year of income, within and without 
Australia, in respect of the Company’s taxable income, 
including private company tax; 
(b) the net loss, if any (not being a loss of a capital nature), 
incurred by the company in the year of income in carrying 
on its ex-Australian business. 
Where a company has paid additional tax in respect of an 
“undistributed amount,” the amount of such additional tax is a 
deduction in calculating its “distributable income” for the year of 
income in which the additional tax has been paid. The Act clearly 
provides: “All taxes... paid under this or the previous Act. ..”. 
New South Wales: Section 135 (1) provides: “ ‘Distributable 
income’ means in relation to any year of income the amount 
ascertained by the Commissioner under this Division (Division 9) 
as being the amount which could reasonably have been distributed 
by a private company to its shareholders out of its taxable income.” 
Section 140 gives directions to the Commissioner with regard to 
the facts which he may and the facts which he must take into 
consideration in ascertaining the “distributable income” of a private 
company. Briefly, they are:— 
(a) In addition to any other facts which he may consider, the 
Commissioner may have regard to the development of 
businesses and industries, and 
(b) The Commissioner shall take into consideration the fact 
of the retention by the company of taxable income for the 
following purposes :— 
(1) to restore unrecouped losses of paid-up capital or of 
accumulated trading profits which have been invested 
in the business ; 
(2) to meet losses which the directors considered certain 
to arise during subsequent years; 
(3) to meet taxes payable in respect of the company’s 
income of the year of income, except 
(i) private company tax (i.e. additional tax assessed 
against the private company on account of an 
“undistributed amount”) and 

(ii) tax payable by a private company under the 
Commonwealth Act or the Act of any place out 
of this State, which tax is, in the opinion of the 
Commissioner, reasonably comparable in its nature 
to private company tax. 

Section 140 (2) provides: “In ascertaining the distributable 
income of a private company other than an investment company, 
the amount which but for that subsection would have been deter- 
mined by the Commissioner as the distributable income of the 
company, shall be reduced by one-third of so much of that amount 
as is not attributable to dividends received by the company from 
another private company.” 

It will be seen that, under the New South Wales Act, the 
Commissioner, before he is able to determine the “distributable 
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income,” must have a good deal of information at his disposal. 
It is the practice of the New South Wales Department of Taxation 
to submit a questionnaire to the Public Officer of a private 
company, where it appears that the company has not made a 
sufficient distribution within 9 months after the close of the year 
of income. 

To summarise, the following are the essential differences 
between the Commonwealth and New South Wales Acts relating 
to “distributable income” of private companies :— 


(a) Under the Commonwealth Act, the Commissioner has no 
discretion in determining the amount of “distributable 
income”; under the New South Wales Act, the Commis- 
sioner determines the amount and is granted a limited 
discretion in making the determination ; 

(b) Under the Commonwealth Act, all income taxes paid in the 
year of income are brought to account, including additional 
tax assessed against a private company. Under the New 
South Wales Act, the income taxes payable in respect of 
the company’s income for the year of income are taken 
into consideration, but private company tax (Common- 
wealth and States), whether paid or payable, is expressly 
excluded. 


CoNnTRIBUTIONS TO War Funps 
Federal Income Tax Exemption 
According to Butterworth’s Digest of War Legislation, para. 
1211, the Commonwealth Treasurer has announced that 
exemption from Commonwealth Income tax will be allowed in 
respect of contributions made by taxpayers to war funds, by an 
amendment of the Income Tax Assessment Act to be introduced 
into Parliament by him. He said that the States had been informed 
of the decision, in the hope that they would make a similar 
concession. A similar exemption was granted during the last war. 
The exemption would apply to gifts to such funds and institu- 
tions as the Lord Mayor’s funds, Blamey House, the Special war 
funds of the Y.M.C.A. and similar funds. 


REVOCABLE TRUSTS AND Trusts FoR MINors 

P. R. (South Australia) asks: 

(1) Should subs. (3) of S. 117 of the South Australian Income 
Tax Assessment Act be read subject to subs. (1) of the 
same Section; that is, is the creator of an irrevocable trust 
in favour of his infant child liable to pay income tax upon 
the income of the trust, or do the provisions of subs. (1) 
apply? 

(2) Are there similar provisions in the other State Acts? 


Answer: 
(1) Section 117 (1) provides: “Where, before or after the 
commencement of this Act, a person has created a trust 
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in respect of any income or income-producing assets, and 
has a power whenever exercisable to revoke or alter the 
trusts so as to acquire a beneficial interest in the income 
derived during the year of income, or the assets producing 
that income or any part of that income or those assets, 
the Commissioner may assess the income of that person 
as if he had received, in addition to any other income 
derived by him, so much of the net income of the trust 
estate as is attributable to that beneficial interest, and he 
shall be liable to pay tax on the income so assessed.” 

Section 117 (3) provides: “Any income which by virtue 
or in consequence of any disposition made directly or 
indirectly by any person whether before or after the 
commencement of this Act is payable to, accumulated for, 
or applicable for the benefit of a child of that person, shall, 
so long as the child is a minor and unmarried, be deemed 
to be the income of the person (if living) by whom the 
disposition was made.” 

It will be seen that s. 117 (1) applies to revocable trusts, 
that is, trusts under which the person creating the trust 
has power to revoke or alter it so as to acquire a beneficial 
interest in the income or assets of the trust. The Commis- 
sioner may, in his discretion, aggregate the settlor’s other 
income with so much of the net income of the trust estate 
as is attributable to that beneficial interest, and the settlor 
shall be liable to pay the tax so assessed. S. 117 (3) deals 
with trusts in favour of unmarried minors. It provides 
that the income of a trust payable to, accumulated for, or 
applicable for the benefit of a minor and unmarried child 
of the settlor, shall be deemed to be the income of the 
person (if living) by whom the disposition is made. The 
Commissioner has no discretionary power; he must assess 
the settlor, even if the trust is irrevocable. 

The other State Acts contain similar provisions to the 
above. The following summary illustrates the provisions 
of the other States and the Commonwealth: 

Revocable Trusts for Unmarried 


Trusts Minors 





Commissioner’s Assessment Commissi - 
made 


power power 
against 


Commonwealth . . Discretionary Trustee No provisions 
S. 102. 

New South Wales . ‘ Settlor Mandatory Settlor 
S. 129. 


Discretionary 


Queensland... . Mandatory o Mandatory - 
8. 33 (10). 


Tasmania .. . . Discretionary Trustee Discretionary Trustee 
. 75. 


Western Australia . Settlor Settlor 
Ss. 103. 
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CasuaL Prorits UNDER New SoutH Wates Act 
Recalculation of Profit Where Property has Reverted to Vendor 


Section 113 (2) of the New South Wales Income Tax (Manage- 
ment) Act 1936 provides that where a property has reverted to 
the vendor the amount of casual profit or casual loss shall be 
recalculated and for that purpose the sale price shall be deemed 
to be an amount equal to— 

(a) the sum of all the amounts received by the vendor plus 

(b) the amount of the market value of the property on the 

date of the reversion. 

The following example has been submitted by the New South 
Wales Taxpayers’ Association to the Commissioner of Taxation 
who advises that the undermentioned solution correctly interprets 
the position under S. 113 (2) :— 

An investor bought real property in 1936-7 for £4,000 and resold 
it two years later, i.e., in 1938-9 for £7,000 payable—£2,000 in 
1938-9 and £5,000 in 1939-40. The purchaser failed to pay the 
£5,000 and the property reverted to the vendor in 1939-40, its 
market value on the date of the reversion being £4,000. 


The vendor was originally assessed for 1938-9 on a casual profit 
of £857 = 
(1) 2,000 


(2) 77000 °% (3) £3,000 = (4) £857 


(1) Instalment of purchase money received in 1938-9. 


(2) Total sale price. 
(3) Total profit = sale price £7,000—cost price £4,000. 


(4) Assessable profit for 1938-9. 


The amended assessments should be as follows :— 
Income Year 1938-39 
(1) 2,000 os 
6,000 of (3) £2,000 = (4) £667. 
(1) Instalment of purchase money received in 1938-9. 
(2) Amended sale price = Amount received by vendor 
£2,000 plus £4,000 market value of property on the 
date of the reversion. 
(3) Amended total profit = Amended sale price £6,000— 
Cost price £4,000. 
(4) Amended Casual profit for 1938-9. 


Income Year 1939-40 
(1) of £2,000 = (2) £1333. 


, 


(1) Market value at date of reversion. 
(2) Casual profit for 1939-40. 
Casual Profit Arising Out of Re-sale of Reverted Property 


Section 113 (3) provides that, for the purpose of applying the 
provisions of Division 5 to any subsequent sale of property which 
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has reverted to a vendor, such property shall be deemed to have 
been bought originally by him at that market value. 

Thus, for the purpose of determining whether or not a sale is 
within the period prescribed by Ss. 105 or 106, as the case may 
be, and, if so, the amount of casual profit or loss arising, the 
vendor is deemed to have purchased the property on the original 
date of purchase by him, not the date of reversion, at the market 
value of the property at the date of the reversion. 

If, in the above example, the vendor resold the real property in 
1940-41 for, say, £4,500 cash, his assessable income of that year 
would include a casual profit of £500, viz :— 


Ee ee eee ee 
Market value of property at the date of reversion 4,000 





I a ie oe 


The property was originally bought during year ended June 30, 
1937, and was resold during year ended June 30, 1941, thus falling 
within the seven-year period prescribed by S. 105. 

If, on the other hand, the vendor did not resell the property 
until income year ended June 30, 1944, any profit or loss would 
not be assessable or deductible under Division 5 of the New South 
Wales Act. 


PREFERENCE TO RETURNED SOLDIERS UNDER 
TASMANIAN ACT 


The following is a summary of the exemptions, and deductions 
from tax, contained in Ss. 53 and 54 of the Tasmanian Land and 
Income Taxation Act :— 


(1) Statutory Exemption (S. 53 (2) ): 
No person whose total income from all sources during the year 
of income did not exceed :— 

(i) £125, 

(ii) £200, if married (includes widow or widower who is 

maintaining a dependent child under 16 (S. 53 (5)), 

(iii) £400, if a returned soldier who is totally and permanently 

incapacitated, 

(iv) £500, if he is a returned soldier as in (iii) and is married, 

is liable to income tax. 
(2) Statutory Exemption (S. 53 (3)): 

(i) Single:—4£1 for every £6 by which the net income from 
all sources is less than £400. There is no deduction where 
such net income exceeds £400. 

(ii) Married:—4£1 for every £2 by which the net income is less 
than £500. There is no deduction where such net income 
exceeds £500. 

“Married” includes widow or widower who is maintaining 
a dependent child under 16 (S. 53 (5)). 
(iii) Totally incapacitated returned soldier, single :—£400, fixed. 
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(iv) Totally incapacitated returned soldier, married :—£500, 
fixed. 
(3) Statutory deduction from tax to returned soldiers (S. 54): 
10% of tax, if totally and permanently incapacitated. 
10% of tax, if married, and net income from all sources did not 


exceed £500. 
5% of tax, to all other returned soldiers, if net income from all 


sources did not exceed £400. 
Examples of Statutory Exemption (S. 53 (3) (1) and (ui)): 
(1) Net income, £400: 
(a) Married taxpayer: 
£500 


400 
£100 + 2 = £50. 


(b) Unmarried taxpayer: 
£400 
400 
Nil 


(2) Net income, £350: 
(a) Married taxpayer: 
£500 


350 


£150 + 2 = £75. 


(b) Unmarried taxpayer: 
£400 
350 


£50 + 6 = £8. 


N.B. The allowance is £1 for every £6 comprised in the 
difference between £400 and the net income, so that, in the 
above example, the allowance is £8, not £9. 

The statutory exemptions are granted to all taxpayers except 
companies (S. 53 (6)). They are deductible successively from 
personal exertion income and from property income (S. 53 (4)). 

The statutory deduction from tax under S. 54 is granted only 
to returned soldiers who are residents of Tasmania (S. 54 (3)). 

The statutory exemption and the statutory deduction from tax 
are not allowable deductions for purposes of Tasmanian Special 
Tax (S. 113 (2)). 

It will be seen that the Tasmanian Act makes substantial con- 
cessions to returned soldiers. For the purpose of the Act, a 
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“returned soldier” means a person resident in Tasmania who was 
a member of the naval or military forces, or the Army Medical 
Corps Nursing Service of the British Empire or of the Red Cross 
Service, and who as such member served outside the Common- 
wealth in the war which commenced on August 4, 1914. 

On pages 157 and 159 are examples showing the operation of 
Ss. 53 and 54 of the Tasmanian Act in the case of married and 
unmarried returned soldiers. 


TAXATION FOR WAR PURPOSES 
Replies to Criticism of Proposed Undistributed Profits Tax 


The report of the Special Committee appointed by the Com- 
monwealth Institute of Accountants to consider the question of 
taxation for war purposes was published in The Australian 
Accountant of March, 1940, at pp. 90-7, and also in the Melbourne 
Herald. A number of criticisms have been received and as there 
was no opportunity of consulting the other members of the 
Committee in time, I have taken the liberty of preparing hastily- 
written replies to these criticisms for transmission through our 
General President to the Commonwealth Treasurer in the hope 
that they will be of some use to him in his present task of 
preparing the new War Budget. 


Allegation that Proposed Tax imposes Penalty on Conservation 
of Shareholders’ Funds 


The following letter was published in the Melbourne Herald 
of March 8, 1940, under the signature of “Chartered Accoun- 
tant”: 

The recommendations on war-time taxation by a committee of the 
Commonwealth Institute of Accountants (published in The Herald on March 
5), would, if adopted, seriously affect the stability and progress of business 
enterprise. 

The preamble that “some members of the community should not make 
money out of war while others are making great personal and financial 
sacrifices,” although expressing a very proper sentiment, is hardly appropriate 
as a basis for formulation of any scheme of taxation. Application of the 
theory would, for instance, deprive the farmer and grazier of the benefit 
of increased and stabilised prices of primary products (wool in particular) 
directly resulting from England’s war needs. It was the introduction of this 
principle into the War-time Profits Tax Act of 1917 that rendered the 
application of that Act utterly unjust and inequitable in many respects—as 
the committee themselves proclaim. 

The view of the committee that the only other practical method is by 
means of percentages on shareholders’ funds appears entirely inconsistent 
with their immediately following conclusion that such method would result 
in great inequity and could not give ultimate satisfaction to the Government, 
the taxpayer or the administration. The effect of that system in Queensland 
as a deterrent upon industrial enterprise there and the appointment by the 
Queensland Government of a Commission to inquire whether or not the 
system should be abolished are sufficiently cogent reasons why this method 
should not be adopted by the Commonwealth. 

The scheme of taxation suggested by the committee has the fatal defect 
that it imposes a penalty upon conservation of shareholders’ funds at a time 
when the setting aside of reserves is more than ever a vital necessity. The 
device by which this penalty is to be imposed is to charge the shareholders 
with double taxation upon the same profits payable firstly by the compaly 
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and again by the shareholder personally when the profits are to be distributed 
at any time later than nine months after the close of the financial year in 
which they are earned. 

The proposals have in detail much to condemn them, but it is sufficient 
to point to the fact that they are aimed at penalising shareholders of any 
company whose directors are wise enough to conserve its profits for the 
purpose of expanding its business and/or providing for the reaction which 
will almost inevitably follow the end of the war. 


Existing Methods 


The Commonwealth system of taxation, although it has its imperfections, 
has been keel-hauled by Royal Commissioners and other capable critics 
and has stood the test of Parliamentary consideration and re-enactment. 

It can be applied by increase of rates to answer the special war needs of 
the Treasury as effectually as any new and specialised form of taxation 
which must necessarily increase existing burdens of departmental cost 
and the unconsidered but nevertheless heavy expense of clerical and 
professional services essential for the correct preparation of returns and 


checking of assessments. 
This advantage from the point of view of cost of collection in favor of 


use of the existing Federal taxation system is a substantial one in these 
times of heavy taxation, but it is of relative unimportance in comparison 
with the advantage that the existing system does not, as the committee’s 
proposals do, impose a special penalty upon conservation of profits at the 
very time when the opportunity for expansion and consolidation of both new 
and established industries is to hand and should be encouraged by the 
Government to any extent consistent with the necessary requirements of 


the Treasury. 
Although several members of the committee are well-known public 


accountants, the views and proposals of the committee must not be taken 
as representing those of the practising accountancy profession generally. 

Shorn of all its abuse and unnecessary verbiage, it will be seen 
that this correspondent’s ideas do not substantially differ from 
those of the committee, in that he advocates the retention of 
the present Federal Income Tax scheme. 

It will be recalled that when the Committee met in Melbourne 
it had been announced in the Press that the Government con- 
templated imposing an Excess Profits Tax and the Committee 
was opposed to this form of taxation for many reasons, including 
the following : 

(1) Such a tax was not truly in accordance with the doctrine 

of ability to pay. 

(2) It would operate most inequitably as between different 


classes of taxpayers. 
(3) It required the establishment of a capital base with all 


the anomalies and inequities inherent therein. 

(4) It would penalise a business which made large profits 
from the ability of its management as against a company 
which derived profits not from the ability of its manage- 
ment, but from a large decayed or decaying capital 
structure. 

(5) It would exempt professional and other business men 
who had no capital base. 


“Chartered Accountant” has overlooked two important points: 


(1) The Commonwealth Government will have to raise an 
exceedingly large sum of money by way of Income Tax. 
B 
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This will mean sharply increased rates of tax imposed 

on individuals and correspondingly increased rates on 

incomes derived by companies, unless some such impost 
of a kind recommended by the Committee is made, 
Which is the fairer method to all concerned? 

(a) To adopt the Committee’s proposals which will mean 
that that portion of a company’s profits which is dis- 
tributed to its shareholders will bear a relatively low 
flat rate of tax in the hands of the company and a 
progressive rate of tax in the hands of the share- 
holders—the balance of the income which is not 
required for distribution and is not taxed in accor- 
dance with the doctrine of ability to pay to beara 
relatively high flat rate of tax. 

(b) To levy a relatively high flat rate of tax on the total 
taxable income derived by a company. 


“Chartered Accountant” states that the scheme of taxation 
suggested by the Committee has the fatal defect that it 
imposes a penalty upon conservation of shareholders’ 
funds at a time when the setting aside of reserves is more 
that ever a vital necessity. Is it right that a large public 
company should have the right to conserve shareholders’ 
funds bearing only a relatively low flat rate of tax whereas 
an individual who attempts such conservation may be met 
with a very high graduated rate of tax? 


Constructive Criticism 


The following reply to “Chartered Accountant’s” criticism 
appearing in the last paragraph has been received by the Mel- 
bourne Herald: 


Chartered Accountant’s criticism of the tax plan of the Commonwealth 
Institute of Accountants’ Committee fails to keep in mind that the Empire 
is at war. Strictly orthodox, but not necessarily equitable, means of peace 
years will not do to-day. The tax we will pay if Germany wins the war 
will be 20/- in the £ on all our assets, plus death or slavery for ourselves. 

As a company director with investments in many companies, and as a 
chartered accountant with much experience in finance and taxation, I am 
100 per cent. behind any scheme to raise funds for the war from those 
companies able to pay, and more particularly from those with high earning 
rate on shareholders’ funds employed. 

The main defect in the committee’s scheme is not the method but the 
class of company called on to pay. The plan is copied from the United 
States, with some not helpful variations. It would take from all companies 
(excluding portion of profits of certain private companies otherwise 
arbitrarily taxed), irrespective of their rate of earning, a flat rate of tax 
on undistributed income, less an exemption of £500. 

A company with an earning rate of 20 per cent. on shareholders’ funds 
and substantial cash would pay the same rate of tax as a company with am 
earning rate of 4 per cent. and a heavy bank overdraft. The former company 
might pay all its profits away as dividends and escape the undistributed 
profits tax, whilst the latter company would pay the tax on all its surplus 
because its funds would not permit any payment to shareholders. 

The scheme forms a valuable basis for a tax on companies, planned 
on capacity to earn profits. If the proposal provided for an exemption 
of from 74 per cent. to 10 per cent. of shareholders’ funds employed by all 
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companies, and then allowed for a graduated system of taxation on undis- 
tributed profits in excess of that rate it would meet the objection that 
efficiency in management would be penalised by an all-round flat rate of 
tax on the whole of the undistributed earnings. 

The tax could commence at 2/6 in the £ and rise by 6d. for each increase 
of 1 per cent. beyond the 74 per cent. or 10 per cent. on the funds employed 
until a maximum of 10/- in the £ was reached. 

Many companies can only report low earning rates because of factors 
entirely beyond their control. These companies would be further penalised 
by a flat rate of tax with no regard to earning rate. 

Chartered Accountant’s suggestion that a tax on the lines put forward 
by the committee would affect business stability has no validity. Any 
suggestion that expansion of industry should be made by retaining excessive 
profits in the business will not hold water to-day. The trading banks, which 
have had all the advantage of good management and comparatively low 
taxation, and have indeed conserved their profits, report low earning rate 
on the shareholders’ funds employed mostly to full capacity. 

In the Commonwealth to-day only 11,000 persons have an income of 
£750 or more per annum, and less than 100 taxpayers more than £5000 
per annum. Chartered Accountant has in mind that this class which is now 
paying something more than a maximum of 11/6 in the £ is good for 
another few shillings, whilst the large number of high rate earning 
corporations should escape with another 3d. or 6d. on their millions of 


undistributed profits. 
The attack on the Queensland system of company taxation is based on 
incorrect premises. Expansion of industry in Queensland is limited by 


climatic factors. 
The members of the committee represent a notable section of the 


accounting profession. Its views are a valuable contribution. 

Whilst I greatly appreciate the constructive criticism con- 
tained in the above letter, I must, with respect, deny the statement 
that the plan is copied from the United States with some not 
helpful variations. 

The Committee’s plan was drawn up without any reference to 
the United States’ legislation. After the preparation of the 
plan, the writer compared it closely with the United States’ 
legislation, and, after some days of study in Melbourne last 
month, feels quite certain that the Committee’s plan is a great 
improvement on the American system. 


The Proposed Tax does not take into account Past Losses 


A company director draws attention to the following class of 
case: A company has incurred heavy losses up to June 30, 
1937. From that date it has made profits and will, in all 
probability, continue to do so, but it will take years before the 
adverse balance in the profit and loss account is wiped out. In 
view of these facts, a dividend is out of the question for years 
to come, and the company will, therefore, be called upon to pay 
an undistributed profits tax on the whole of its income. 

It should be noted that the proposed tax is on the “undistributed 
income” as defined. ‘“Undistributed income” means the taxable 
income of the company calculated under the provisions of the 
Commonwealth Income Tax Assessment Act, less certain allow- 
ances. In calculating the taxable income, an allowance is made, 
under S. 80, of unrecouped losses incurred in any of the four 
years next preceding the year of income. This concesssion is 
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liable to be reduced to three years upon the issue of a proclama- 
tion to that effect (S. 80 (2) proviso). 

The allowance under S. 80 meets in part the objection raised 
by the company director. 


Provision for Allowance of State Income Tax 


Another critic points out that, although Commonwealth income 
tax paid during the year of income is an allowable deduction in 
calculating the undistributed income, there is no provision for 
the allowance of State income taxes paid. 

There is an allowance in respect of State income taxes paid 
in calculating the “taxable income” of the company. 


The Proposed Tax Should Not Apply to Private Companies 


A member of the Commonwealth Institute considers that the 
tax should not apply to private companies because private com- 
pany tax is already levied against the company on the principle 
of ability (of its shareholders) to pay. 

It should be observed that one of the allowances made in 
calculating the “undistributed income” is “income derived during 
the year of income in respect of which a private company has 
paid or is liable to pay tax under the provisions of Division 7 of 
the Commonwealth Income Tax Assessment Act.” 

This means that an investment company will not be called 
upon to pay Undistributed Profits Tax, as the whole of its 
undistributed income is subject to private company tax. 

In the case of a non-investment private company, it shall 
be deemed to have made a sufficient distribution of its income 
if it has paid in dividends: 

(i) if the whole or part of its distributable income consists 
of dividends received from other private companies—that 
whole or part, together with two-thirds of the remainder, 
if any, of the distributable income; and 


(ii) in any other case—two-thirds of its distributable income. 


It will be seen that only that portion of the undistributed 
amount which is not liable to private company tax is subject to 
the Undistributed Profits tax. The member contends that this 
portion should not be subject to the new proposed tax, because 
the concession to non-investment companies as against invest- 
ment companies is a rough approximation to the differentiation 
which exists between the rates of tax levied on individuals on 
incomes from property and those on incomes from personal 
exertion. 

Personally, I think there is a great deal of merit in this argu- 
ment, but the Committee felt that private companies should not 
escape with tax at the standard company rate on any part of its 
taxable income. One of the fears expressed was that, if private 
companies were excluded from the new tax, it might lead to 
avoidance by the conversion of public companies into private 
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companies. If the draftsman can allay these fears, there does not 
seem to be any serious objection to the removal of private com- 
panies from the Undistributed Profits tax. This suggestion 
certainly has the merit of simplicity. 


Wholly and Exclusively 


Allowance (d) reads: 

“Dividends received from a company which are paid wholly 
and exclusively out of profits which have borne Private Company 
Tax or Undistributed Profits Tax in the hands of the company 
paying the dividend or in the hands of a predecessor or predeces- 
sors.” 

A critic writes: 

“The confining of exemptions to cases in which dividends are 
paid ‘wholly and exclusively’ has been the subject of much con- 
troversy. It seems to be generally conceded that the words are 
an unnecessary evil. Why perpetuate the evil in this case?” 

I agree, but the present taxation authorities appear to be so 
wedded to these words that it was thought to be undesirable to 
create any diversion on this point. 


Possible Conflict between Private Company Tax and 
Undistributed Profits Tax 


Another critic writes: 

“I am afraid that the Department is rather mercenary! If 
the proposed Undistributed Profits tax were to yield a bigger 
return than the existing private company tax on undistributed 
profits, the latter tax would probably not be levied. Section 104 
is not mandatory.” 

I do not fear any difficulty in this regard. Certainly, the Board 
of Review has held that S. 104 confers a discretion upon the 
Commissioner, but it is still a very doubtful point, and the section 
is being administered as if it were mandatory in all cases where 
it is profitable to the Revenue to make a private company tax 
assessment. 

If there is any real doubt, the settling of that doubt is only a 
minor drafting problem. 


The Exemption of £500 


A member of the Institute states that the statutory exemption 
of £500 might cause some companies to divide into a number of 
smaller ones, and so reduce their individual profits below £500. 
He points out, however, that the War Regulations may prevent 
this step. 

The object of the exemption of £500 was to prevent the issue 
of a number of petty assessments in cases where substantially 
the whole of the profits have been distributed but there is a minor 
difference between the net profit and the taxable income caused, 
for example, by depreciation adjustments, disallowance of gifts, 
legal expenses, and the like. 
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In point of fact, it will probably be found desirable, for the 
above and other reasons, to provide for joint assessment of 
companies, as is done under the N.S.W. Income Tax (Manage- 
ment) Act where one company owns the shares in another 
company, or where the same shareholders own two or more 
companies. 


Preference Holder's View 


The following excellent criticism has been received by the 
Melbourne Herald from a contributor who signs himself “Is it 
every man for himself?” Could not a better nom-de-plume be 
got from that famous book, “What’s in it for me?” by the author 
of “I can get it for you wholesale.” 

“Making a war-time profits tax merely an increase in company 
income tax is going to be a very inequitable solution as between 
preference and ordinary shareholders. 

“For instance, take Griffiths Bros. Ltd.: Preference share- 
holders appear likely to receive 7 p.c. dividends whatever may 
befall, and in their income tax will receive 2/- in the pound 
rebate if they are large taxpayers. Compared with previous 
years, this represents an actual increased income. That income 
will increase for big taxpayers, as the company tax rises. Thus 
those most able to pay will be treated most leniently. 

“Ordinary shareholders, on the other hand, who received 2} 
p.c. last year, look like paying that 24 p.c. to the Government. 

“Apparently Griffiths Bros. preferences are not cumulative, but 
if they were there would be a possibility that not only would 
the ordinary shareholders not get a dividend at all, but they 
would be raising a liability to preference shareholders in the event 
of the profits of the company not being sufficient to meet both 
the company income tax and the 7 p.c. dividend. 

“Taxation at the source sounds well, and is economical to 
collect. But with a graduated tax it causes company taxation 
to fall heavily on the small shareholders, to whom rebates are 
of no avail as their individual tax rates are too small to be 
affected. 

“The most equitable is income tax levied directly on the indi- 
vidual. Leave company taxation as it is; it is high enough in 
all conscience. 

“Tax undistributed profits of companies at the maximum rate 
applicable to individuals because this is not the time to be building 
up reserves. 

“By increasing the tax on individuals rather than on companies 
the Government would also tax those persons who are running 
partnerships. 

“A maximum individual tax on undistributed profits will check 
those organisations which wish in the time of a nation’s distress 
to salt down enormous reserves.” 

The above correspondent rightly draws attention to the fact 
that, as between preference and ordinary shareholders, the 
present system of company income tax is unjust, in that the 
whole of the tax is borne by the ordinary shareholders. Any 
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increase in company taxation, whether by means of an increase 
in the rate of normal income tax, or by the imposition of an 
excess profits tax, must be borne by the ordinary shareholders. 

The Undistributed Profits tax is much more equitable in that 
a dividend is left to the ordinary before this tax is imposed, and 
only the undistributed profits are subject to the special tax. 

The correspondent is right when he says that these undistributed 
profits of companies should be taxed at the maximum rate appli- 
cable to individuals, because this is not the time to be building 
up reserves. At least, as I point out elsewhere, a company should 
not be able to build up its reserves at a lower rate of tax than 
that payable by individuals on their surplus income. 

The correspondent is also right when he draws attention to 
the fact that preference shareholders should not be placed in an 
absurdly favourable position by an increase in the normal rate of 
company income tax. Such an increase is borne entirely by the 
ordinary shareholders, yet the preference shareholders may 
receive an increased rebate in their individual assessments by 
reason of the increased company tax. 

This leads to the vital problem as to whether there should be 
any rebate at all in the individual assessments of shareholders. 
This subject is dealt with in the next paragraph. At this stage 
it might be pointed out that the British system is much more 
equitable than the Australian system as between different classes 
of shareholders, in that, under the British system, tax at the 
standard rate is normally deducted at the source from all divi- 


dends, whether preference or ordinary, and it is left to the 
individual shareholder to obtain a refund of tax in accordance 
with the doctrine of ability to pay. 


No Rebate is Allowed to Shareholders 


The particular item of the proposals which has evoked the 
most criticism is the recommendation that individual shareholders 
should not receive a rebate in respect of any Undistributed Profits 
tax borne by a company. I can only repeat the Committee’s 
remarks: “The Government requires a definite sum of money 
without being saddled with a latent liability to make subsequent 
rebates to the public.” 

It is convenient here to raise the question as to whether share- 
holders should receive any rebate in respect of dividends. I 
venture to suggest that, if a vote were taken among those who are 
qualified to form any real judgment, including the vast army 
of assessing officers, it would be found that the great majority 
are against allowing rebates to shareholders in respect of 
dividends received by them. 

The first point to observe is that a company is a distinct and 
separate legal entity. Parliament, in its wisdom, levies tax on 
income derived by companies, and, at least in the case of public 
companies, there is no good reason why shareholders are entitled 
to any concession in respect of tax paid by companies. 

A debenture holder generally receives less than a shareholder 
by way of income, and, after discounting losses, it can generally 
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be said that the shareholder enjoys a greater chance of capital 
accretion than the debenture holder. 

It has been shown, under the previous heading, that the granting 
of rebates to preference shareholders is a sheer injustice, in that 
the tax is borne by the ordinary shareholders. This injustice 
was not marked when the rate of tax was only 1/- in £, but now 
that the rate may increase by many shillings in the £ the injustice 
becomes intolerable. 

All the above arguments apply with far greater force to the 
desirability of denying any rebate in respect of Undistributed 
Profits tax. It must be reiterated that this tax is imposed only 
after the dividend requirements have been satisfied, and there 
is no reason why these profits should not bear an equitable pro- 
portion of the heavy burden this country will be called upon 
to face. I can see no reason whatever for shareholders receiving 
any present from the Government if it is decided in some later 
year to make an additional distribution out of these profits. 

It might be argued that, in the interests of stability, it is 
the practice for companies, in good years, to retain surplus profits 
for distribution in lean years. 

Now, the amount to the credit of this dividend equalisation 
account will be a sum remaining after the Undistributed Profits 
tax has been paid, and I still see no reason why this surplus should 
attract any rebate in respect of Undistributed Profits tax when 
it is later distributed to shareholders. 


Suggested Abolition of Private Company Tax 

A correspondent has suggested that it might be desirable to 
levy an Undistributed Profits tax on the undistributed profits of 
all companies, including private companies, and to abolish the 
private company tax at present levied on the undistributed income 
of private companies. 

There is quite a lot of merit in this suggestion. There is 
already a great deal of dissatisfaction in the way in which public 
companies at present escape their fair share of the burden of 
taxation as compared with private companies. 

These injustices pass relatively unnoticed when taxation is 
light, but now that we are to be faced with unprecedented taxes, 
injustices of this nature becomes most glaring. Justice requires 
that all companies should be treated exactly alike, and an 
Undistributed Profits tax would achieve this result. 


Dividends to ex-Australian Companies 


The Committee stated that the proposed Act could be defeated 
by the payment of dividends to an ex-Australian company. It 
recommended, therefore, that no allowance be granted to a com- 
pany in respect of dividends paid to a non-resident company. 

Objection has been taken to this recommendation by a numbet 
of members of the Commonwealth Institute. Time does not 
permit an opportunity of obtaining the views of other members 
of the Committee, but I feel, after consideration, that the objec- 
tion should be sustained, in view of the fact that non-resident 
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companies are denied a rebate in respect of dividends received 
by them. This means that non-resident companies controlling 
Australian companies suffer tax at double the standard company 
rate, which is probably more than the sum which would be 
received if it were possible to collect tax from the shareholders 
of those non-resident companies at graduated rates. 

This is largely a matter beyond the Committee’s scope, as it 
involves the needs of the Revenue, and political expediency 
concerning business relations with Australia. 


Book Review 


Bankruptcy Liquidation and Receivership: N. E. Mustoe. Butter- 
worths, London, April, 1939. Pp. 490. 


This book is undoubtedly one of the finest contributions yet 
offered to the professions and the student on the allied subjects 
of Bankruptcy Liquidation and Receivership. 

Designed primarily as a students’ text-book, it achieves its main 
purpose by the simplicity of its style, the orderly arrangement of 
the subject-matter, but, more particularly, by the expert manner 
in which the basic principles of each phase of the subject have been 
sifted from the tangled mass of statutory enactments and Court 
decisions. 

The text is divided into the following parts: 


Part I. Bankruptcy. Pp. 1-153. 

Part II. Liquidation. Pp. 157-237. 

Part III. Administration Common to Bankruptcy and to 
Liquidation. Pp. 241-333. 

Part IV. Receivership. Pp. 337-388. 


In addition there are a number of appendices (pp. 390-432) 
containing practical examples of the most important documents 
and accounts used in the different types of proceedings and these 
will be of particular interest both to the student and to the prac- 
titioner. 

The last portion of the book (pp. 433-490) is devoted to ques- 
tions and exercises reproduced from examination papers of the 
various bodies examining on the subject-matter of the text. The 
atrangement of these questions and exercises permits a ready 
reference to the section in the book where the appropriate explana- 
tion is to be discovered. 

Although based on the English law, no accountant or solicitor, 
whose practice embraces the application or interpretation of the 
laws relating to Bankruptcy Liquidation and Receivership, can 
afford to be without this book. 

There is an elementary and yet fundamental rule of successful 
practice that the solution of problems which arise must be sought 
in the application of appropriate legal principles to the particular 
facts under consideration. It is of equal importance that the 
student, during his impressionable years of study, should form a 
clear comprehension of these principles. Too frequently the 
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examinee is satisfied to limit his study to the relevant statutory 
enactment, hoping that his powers of memory will supply him 
with a sufficient explanation to satisfy the examiner. Possibly he 
may have examination success, but, in later years, the dangers 
and disadvantages of his restricted and incomplete studies will 
become evident. 

In his book, Mustoe supplies the needs of both practitioner and 
student in an altogether satisfactory manner. His arrangement 
of the text shows evidence of intensive research and extraordinary 
skill in classification, because one feels, after reading his book, 
that, whilst in certain sections the explanations are brief, they 
are at the same time adequate, because he has devoted no space 
to unimportant details, but throughout has concentrated on dis- 
covering and explaining the guiding principles of his subject. 

The only omission which the Australian practitioner or student 
will regret is the absence in the appendices of a section reprinting 
that portion of the relevant English statutes referred to in the 
text. The application of English Court decisions is always 
dangerous unless the Australian and English statutes are identical, 
Had the relevant portions of the English statutes been reproduced 
as an appendix, the overseas reader of the book would have been 


greatly assisted. 
N. S. Younc. 


The Treatment of Cash Discounts in Accounts 


(A Committee of the Commonwealth Institute of Accountants, consisting 

of Messrs. G. E. Fitzgerald (chairman), E. A. Peverill, L. A. Schumer, 

W. M. Scott and V. L. Solomon, has presented the following report to the 

General Council. Members are invited to express their views on the 
subject in the columns of The Australian Accountant.) 

During the year the Committee considered the subject of cash 
discounts with a view to making a statement as to the principles 
involved in the treatment in the accounts of cash discounts 
allowable and receivable. The following statement was approved. 

The Committee defined cash discount as: “The amount by 
which a debtor, in accordance with an agreement express or 
implied with a creditor made at the time of sale of goods or 
services, is entitled to reduce the amount of the debt, provided 
the debt is settled within a specified period or on a fixed or 
determinable date.” 

The classification of accounting data depends upon the purpose 
to be served, and in this connection there are two viewpoints to 
be considered, viz.: 

(a) Proprietorship accounting ; 
(b) Management accounting. 

Proprietorship accounting is concerned, among other things, 
with the determination of profits available for dividend and the 
determination of assessable income for taxation purposes. From 
this point of view, the Committee has considered several questions 
as under: 
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Question 1: Should cash discounts be. recorded in the account- 
ing period in which they are actually received or allowed, or in 
the accounting period in which the related transactions occurred ? 


Answer to Question 1: The Committee is of the opinion that 
the prospective receipt or allowance of cash discount should be 
entered as accounting data at the time the related transaction is 
entered into so that the profit or loss for the current accounting 
period may be determined with the maximum accuracy within 
practical limits. 


Question 2: Should cash discounts received or receivable on 
the following be regarded as income: 


(a) purchases of plant and equipment; 
(b) purchases of materials, etc., which are subsequently con- 
verted into plant and equipment ; 


(c) unsold merchandise; and, 
(d) raw materials in stock awaiting manufacture? 


Answer to Question 2: The Committee is of the opinion that 
cash discounts received or receivable in transactions concerning 
the above should not be regarded as income because the opera- 
tions that have taken place are not such as would produce income. 
The discount received or receivable represents a saving on the 
purchase and not an earning of income. If such discounts were 
regarded as income it would be possible for a company to 
distribute dividends from discounts received before any trading 
transactions occurred. 


Question 3: Should cash discounts allowed on sales of equip- 
ment and plant be regarded as “expense” ? 


Answer to Question 3: The Committee is of the opinion that 
such discounts should not be regarded as an expense for the 
allowance of them should have no effect on the trading opera- 
tions of the current accounting period. They should be related 
to the particular transactions concerned by deducting them from 
the sale price. If the purchaser fails to take advantage of the 
discount offered the amount should be brought into account 
as income. It should be equivalent to interest on the amount 
on the unpaid book debt, the carrying and the collection of which 
would involve expense. 

cares accounting is concerned, among other things, 
with : 

(a) the determination of cost in terms of units; and 

(b) the apportionment of expenses and income according to 

administrative responsibilities ; 


and these purposes required the Committee to consider the 
following questions. 


Question 4: Are cash discounts allowed or allowable and 
charged to the accounting period operating expense, non-operat- 
ing expense or a reduction of sales value? 
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Answer to Question 4: Operating expense would include all 
expense which is the normal responsibility of the management 
ai.d non-operating would include all other expense, including any 
expense which is not related to the principal business for which 
the concern is established and any expense which is fortuitous, 
The method of providing the capital required for the undertaking 
may be regarded as the responsibility of the proprietors. 

The Committee is of the opinion that, with the exception of 
discounts noted in Question 3, discounts allowed or allowable 
to customers are deductions from sales value, for the true price 
of goods is the amount that a seller would accept for them 
at the date of receipt, i.e., the invoice price less the cash discount. 
It is frequently argued that such discount is granted as a means 
of assisting finance and that it should therefore be regarded as 
a finance expense; the granting of a special discount for prompt 
cash or payment within seven days is often quoted in support of 
this contention. Alternatively, the seller might quote a special 
net price, rather than allow a cash discount. It is considered 
there is no justification for regarding the sale price of goods as 
something more than the amount actually received for them 
Likewise there is no justification for difference in treatment 
between the case where a special net price is quoted and that in 
which a discount is allowed. 


Question 5: Are discounts received or receivable and credited 
to the accounting period non-operating income, operating income 
or a reduction of the cost of sales? 


Answer to Question 5: For reasons similar to those stated in 
answer to Question 4, the Committee is of the opinion that these 
discounts should be regarded as reductions of the cost of sales. 
Further, the amount of discount allowed is sometimes a matter 
of bargaining, a keen buyer obtaining either a special discount 
or a special net price. The discount is just as much an advantage 
obtained by the merchandising department as is the special net 
price, and therefore should be reflected in the transactions of this 
department as a reduction of the cost of sales. 


Question 6: Should discounts lost be treated as operating or 
non-operating expense; likewise should discounts not taken by 
customers be treated as operating or as non-operating income? 


Answer to Question 6: The Committee is of the opinion that 
discounts lost should be regarded as non-operating expense. Apart 
from the question of neglect, the only reason for losing discounts 
is the non-availability of funds and this is a responsibility of the 
proprietor. )Discoiints gained should be treated as non-operating 
income as they are foreign to the regular operations of the busi- 
ness, i.e., the sale of goods. They are in the nature of interest 
paid by customers on funds retained by the customers. Interest 
paid on borrowed money should be regarded as a non-operating 
expense, and this is offset to the extent of discounts gained. 

Various methods which may be adopted for recording discount 
in the accounts are illustrated as follow: 
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The Committee is of the opinion that Method D is the 
most convenient method of giving effect to the principles stated. 
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Sales Tax 
Goops APPLIED BY A MANUFACTURER TO His Own USE 
By H. R. IrvING, A.c.a. (AUST.), A.C.1.S. (ENG.) 


Section 41 (1) of Sales Tax Assessment Act (No. 1) 1930-1936 
provides that a taxpayer who considers that any amount upon 
which he is required to pay sales tax in respect of any goods is not 
the sales value of those goods as declared by the Act or who is 
dissatisfied with any assessment or decision made by the Commis- 
sioner under the Act by which the sale value of any goods is 
ascertained may, within forty-two days after the first day upon 
which he is required by or under the Act to pay sales tax upon 
that amount or value, post to or lodge with the Commisioner an 
objection in writing against that amount or value stating fully 
and in detail the grounds on which he relies. 

Section 17 of Sales Tax Assessment Act (No. 1) imposes tax 
upon the sale value of “goods” which are “manufactured” in 
Australia and which are, inter alia, “sold” by the manufacturer or 
“applied to his own use... .” 

Section 3 (4) of the same Act provides that :— 

For the purposes of this Act, a person shall be deemed to have sold goods 
if, in the performance of any contract (not being a contract for the sale of 
goods) under which he has received, or is entitled to receive, valuable 
consideration, he supplies goods the property in which (whether as goods 
or in some other form) passes, under the terms of the contract, to some 
other person. 

A case of considerable importance involving the above quoted 
Section was recently decided by the High Court on appeal from 
a decision of the Commonwealth Taxation Board of Review, in 
the matter of M. R. Hornibrook (Pty.) Ltd. v. Commissioner of 
Taxation. 

The facts involved were, briefly, that the Company was the 
contractor for the building of a bridge or viaduct spanning an 
arm of Moreton Bay, and in the construction of which it made 
and used concrete piles. The viaduct was known as the Hornibrook 
Highway, the construction of which was paid for by Hornibrook 
Highway Ltd., which Company held a franchise for the construc- 
tion of the bridge under The Tolls on Privately Constructed Road 
Traffic Facilities Act, 1931. This latter Company was bound to 
construct the highway and it was authorised to charge specific 
tolls. At the end of the franchise period the highway became the 
unencumbered property of the Crown free from the rights of the 
franchise holder. 

After the piles (which varied in length according to the position 
in which they were to be placed) were driven into the bed of the 
sea, the heads of the piles were connected by a headstock con- 
structed across the top of the piles. 

The Commissioner assessed M. R. Hornibrook (Pty.) Ltd 
under the provisions of Section 18 (1) (b) (ii) of Sales Tax 
Assessment Act (No. 1) 1930-1936—that is, on the amount for 
which the goods could have been purchased by the taxpayer from 
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another manufacturer if that other manufacturer had manufac- 
tured those goods in the ordinary course of his business for sale 
to the taxpayer. The Commissioner’s assessment under the provi- 
sions of the Section necessarily implies that he regarded the 
Company as being the manufacturer of “goods” which it “sold” 
by retail. 
The Company lodged an Objection on the following grounds :— 
(1) That the highway was really built for the Government ; 
(2) that the piles had no sale value within the meaning of the 
Sales Tax Assessment Acts (Nos. 1-9), 1930-1936; 

(3) that the piles were not a “manufacture” or “goods manu- 
factured” within the meaning of the Sales Tax Assessment 
Acts (Nos. 1-9), 1930-36; 

(4) that the said piles are not subject to tax under the said Acts; 

(5) that the said piles are exempt from tax under the said Acts; 

(6) that the said piles formed part of a bridge and were not 

articles of commerce and were not procurable from any 
third person and were not a class of goods manufactured 
for sale by any person. 

The Commissioner regarded grounds (1), (4) and (5) as 
incompetent for the purpose of Section 41 (1) of the Act (relat- 
ing to Objections) and he disallowed the other Objections. 

The Company then requested that the matter be referred to the 
Board of Review which decided in favor of the Commissioner. 


The grounds on which the appellant objected were :— 


(a) That the said piles had no sale value within the meaning of 
Sales Tax Assessment Acts (Nos. 1-9) 1930-36. 

(b) That the said piles were not a “manufacture” or “goods 
manufactured” within the meaning of the Acts. 

(c) That the said piles formed part of a bridge and were built 
on the job and were not articles of commerce and were not 
procurable from any third person and were not a class of 
goods manufactured for sale by any person. 

Before the Board of Review, it was objected by the Commis- 
sioner that the Board had no jurisdiction to determine the 
objections raised in the case because those objections were not 
merely objections to the amount or sale value upon which the 
Commissioner had assessed sales tax but were objections that 
sales tax was not payable at all. 

It was conceded, on behalf of the appellant, that grounds 1, 4, 
and 5 of its original objection to the Commissioner were outside 
the scope of the objections allowed by Section 41 (1) of the Act 
upon its proper construction. Furthermore, the appellant did 
not dispute the amount of tax if it were assessable to sales tax 
in respect of the piles. 

The appellant contended, however, that the provision of Section 
18 (1) (b) (ii) could not apply because no other manufacturer 
manufactured reinforced concrete piles in the ordinary course of 
his business for sale; to which the Commissioner replied that 
another manufacturer could have manufactured the goods for the 
appellant and could have sold them to him. 
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The Company appealed to the High Court against the decision 
of the Board of Review. The majority judgment of the High 
Court was that the piles were “manufactured” goods and that they 
had a sale value. The following extracts from the various judg- 
ments are quoted :— 


Latham C.J.: 


The piles were not sold as piles by the appellant to Hornibrook Highway 
Limited. . . . Thus there was in fact no sale of the piles by the appellant 
to any person whereby that person became owner of the piles before they 
lost their character as chattels and became part of the bridge. Therefore 
it is necessary for the Commissioner to rely upon some special provision in 
the Act creating a liability in such a case as the present. Such a provision, 
the Commissioner contends, is found in S. 3 (4) of the Act.... In my 
opinion the Commissioner is right in his contention that this provision 
— to the present case. . . . Such piles are plainly manufactured 
articles. . ° 

The contention of the Commissioner is that only objections to “amount 
or value” can be dealt with under these provisions (S. 41 (1) (2)), and 
that an objection that no tax at all is payable must be dealt with, if at all, 
in a proceeding for the recovery of the tax. In my opinion this objection 
is not well founded. A contention that the Commissioner is seeking to tax 
a transaction which does not involve any dealing in “goods” within the 
meaning of the Act, or that the alleged goods have no sale value within 
the meaning of the Act, is a ground for an objection to the amount or 
value upon which the Commissioner requires the taxpayer to pay sales tax. 
. . . In my opinion, therefore, the Board of Review did have jurisdiction to 
determine the objections raised by the taxpayer. 


Rich J.: 


In the circumstances of this case the property in the concrete piles passed 
under the terms of the contract to some other person since under the terms 
of the contract the manufacturing company is required to fix the piles in 
the land of another person in such a way that they shall cease to become 
the manufacturing company’s chattel property and shall become that other 
person’s real property. I also consider that in the circumstances the piles 
were applied by the manufacturing company to its own use (S. 17) in that 
it employed them for the purpose of carrying out a contract into which it 
had entered in the course of its business. And I see no reason why ino 
particular case a particular transaction should not come within the 
provisions of more than one description contained in an Act of Parliament, 
cf. Willis v. David Jones... . I am also of opinion that the objections 
argued before the Board are within the ambit of S. 41. 


Starke J.: 


I am not satisfied that the Commissioner was right in disregarding 
grounds 1, 4, and 5 of the objections as he did, but his opinion on this 
matter cannot well be questioned in this appeal for these grounds were 
not relied upon before the Board of Review. . . . 

In my opinion the piles constructed by the appellant for use in the bridge 
were goods manufactured or produced by it within the meaning of the Sales 
Tax Assessment Act. They were tangible articles produced by the applica- 
tion of physical labour or mechanical power and distinct from the ingre- 
dients composing them. The piles were in truth articles or goods specially 
made and supplied for the construction of the bridge as distinguished from 
services rendered. . . . 

But were the piles sold by the appellant or applied to its own use? It is 
said that they must be deemed to have been sold by reason of the provisions 
of S. 3 (4) of the Act. Deputy Commissioner of Taxation v. Stronach, 
supra, Dixon J., at p. 312. The words in the subsection “passes under the 
terms of the contract to some other person” are doubtless of a comprehen 
sive nature. It is not “passes by the contract” but “under the contract. 
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The passing of the property in the piles, however, was not brought about 
by any term of the contract or by force of the contract. It is true that 
the piles would not have been constructed and used for the purpose of the 
bridge if the contract had not been made. But the property in the piles 
or in the material from which they were constructed is not rooted in the 
contract but passed by operation of a rule of law when the piles were affixed 
to and became part of the soil. They would so pass upon becoming part 
of the soil without the existence of any contract whatever. Moreover, 
the subsection contemplates, I think, that the property passes at the moment 
of supply. But it cannot be affirmed that the piles so passed in the present 
instance. They did not necessarily pass at the moment of supply but only 
when they were affixed to and became part of the soil. . . . 

The Commissioner’s decision, however, can be supported upon the express 
terms of S. 17. The piles were applied by the taxpayer to its own use. 
The piles were manufactured in Australia by the taxpayer in the course 
of carrying on its business and used for the purpose of that business, 
namely, the performance of a contract made in the course of the business. 
The proviso to the subsection, in the view I take of S. 3 (4) is inappli- 
cable to the case. The suggestion that the piles had no sales value is met 
by the provisions of S. 18 (3) (b). 


(Note: Section 18 (3) (b) of Sales Tax Assessment Act (No. 
1) 1930-1936 provides that— 


“For the purposes of this Act, the sale value of goods manu- 
factured by any person and applied to his own use shall be— 


(b) where the goods are of a class which the manufacturer 
himself does not sell by wholesale—the amount for which 
the goods could have been purchased by the taxpayer from 


another manufacturer if that other manufacturer had 
manufactured those goods in the ordinary course of his 
business for sale to the taxpayer.” 


It will be noted that this is not the Section of the Act under 
which the taxpayer was assessed. ) 


McTiernan J.: 


In my opinion the appeal should be allowed, for the reason that the 
concrete piles upon the “sale value” of which it is sought to levy sales tax 
do not come within the description of “goods” within the meaning of the 
Act... . To describe the piles of the bridge as “goods” seems to confuse 
the piles as a principal part of the structure with the materials out of which 
this part was made. Some of the ingredients of the piles may have been 
“goods” within the scope of the Act, as, for example, the cement out of 
which the concrete was made or the steel reinforcements. The piles 
stand outside the conception of “goods” as much as brick foundations or 
brick walls of a house, or, indeed, in this case, the headstocks or any part 
of the deck of the bridge. . . . 

In my opinion, therefore, these piles are not “goods” within the meaning 
of the Act because they are not merchantable articles and were not 
brought into existence for sale or use as a commodity but as essential 
components of a specific structure. 


Comments: 
The following points emerge from the judgments in this case :— 
(a) That concrete piles are “manufactured goods” (per Latham 
C.J., Rich and Starke JJ.) ; 
(b) that concrete piles are not “goods” within the meaning of 
the Act (per McTiernan J.) ; 
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(c) that the piles were deemed to have been sold by virtue of 
Section 3 (4) of Assessment Act (No. 1) (per Latham 
C.J., and Rich J.) ; 

(d) that Section 3 (4) of Assessment Act (No. 1) is inapplic- 
able to the case (per Starke J.) ; 

(e) that the piles were applied by the Company to its own use 
(per Rich and Starke JJ.) ; and 


(f) that the Board of Review had jurisdiction to deal with the 
objections raised in the case (per Latham C.J., and Rich 
J.)—that is, that a taxpayer is not limited merely to 
objections to the amount or sale value upon which the 
Commissioner has assessed sales tax. 


The fact that a unanimous judgment was not given to the effect 
that the piles were manufactured goods and that they had a sale 
value emphasises the complicated nature of certain of the provi- 
sions of the Sales Tax Assessment Act. Although the High 
Court has decided the question of “manufacture” in a number 
of cases to date, it is thought that the position has not been 
clarified to any great extent by the Hornibrook decision, and 
that appeals to the Board of Review and/or the Court from the 
Commissioner’s rulings will continue to be made. 

Dealing with the question of Objections and Appeals, I have 
previously advocated an amendment to Section 41 of the Act 
by adding the word “determination” after the word “assessment” 
in line 4 thereof, and by omitting the words “by which the sale 
value of any goods is ascertained.” If this suggestion were 
adopted, taxpayers would be given the statutory right of lodging 
an objection against “any assessment, determination or decision 
by the Commissioner.” 

The statements by Latham C.J., in his judgment in this case, 
that the contention of the Commissioner that only objections to 
“amount or value” can be dealt with under the provisions of 
Section 41, and that an objection that no tax at all is payable 
must be dealt with, if at all, in a proceeding for the recovery 
of the tax “is not well founded,” emphasises the desirability of 
the abovementioned suggested amendment to the Act. The Chief 
Justice went on to say: “A contention that the Commissioner 
is seeking to tax a transaction which does not involve any dealing 
in ‘goods’ within the meaning of the Act, or that the alleged 
goods have no sale value within the meaning of the Act, is a 
ground for an objection to the amount or value upon which the 
Commissioner requires the taxpayer to pay sales tax. The 
objection of the taxpayer is that there is no amount or value 
upon which he is bound to pay tax, that is, that the alleged amount 
or value should, for the reasons relied upon by him, be reduced 
to nil.” 

Certain amendments to the Sales Tax legislation have already 
been foreshadowed by the Acting Federal Treasurer, and it is 
to be hoped that the Government will include therein the 
suggested amendment to Section 41. 
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Legal Decisions of Interest to Accountants 
By J. A. L. Gunn 


ACCOUNTANT’S FEEs 

The decision of the Victorian Full Court in Burman v. Woolf 
(1939] V.L.R. 402 was cited in the January, 1940, issue of The 
Australian Accountant. The Full Court reduced the amount 
awarded by the Supreme Court from £537 to £400, but did not 
disturb the order for costs against the defendant. The defendant 
appealed to the High Court and the plaintiff cross-appealed to 
restore the judgment of the Supreme Court. The High Court 
(13 A.L.J. 431) refused to alter the amount awarded by the Full 
Court, but varied the orders made in relation to costs. A great deal 
of time had been occupied at the trial as to whether or not the 
plaintiff had had a certain conversation with the defendant’s 
managing clerk. The defendant succeeded on this point, and the 
High Court held that he should have the costs relating to the 
inquiry into this subject and that those costs should be set off 
against the costs payable to the plaintiff. 


Petrot Pumps 


In Smith v. City Petroleum Co. Ltd. [1940] 1 All E. R. 260, 
it was held by the English High Court that petrol pumps affixed 
to tanks embedded in the ground are tenant’s fixtures, and are 
removable within a reasonable time after the determination of the 
term. If not so removed, the property in the pumps passes to the 
landlord, and a subsequent tenant takes no interest in them. 


Lapy BITTEN IN PuBLIc THOROUGHFARE 


The plaintiff was attacked and injured by the defendant’s horse, 
which, attached to a milk-cart, had been left unattended for half 
an hour in the main thoroughfare. Evidence was given on behalf 
of the defendants that the horse was docile and quiet. The jury 
negatived scienter (see November, 1939, issue of The Australian 
Accountant, at pp. 243-4) on the part of the defendants but found 
them guilty of negligence in leaving the horse unattended, and 
awarded the plaintiff damages. The English Court of Appeal held 
that there was abundant evidence to support the jury’s finding 
that the defendants were negligent in leaving the horse for so 
long unattended and that the proper inference to be drawn from 
the facts was that the plaintiff’s injuries were directly caused by 
that negligence. Aldham v. United Dairies (London) Ltd. {1939} 
4All E.R. 522. 

We learn from this case that where an animal, having no known 
vicious propensities, attacks a human being, the owner is, in general, 
not liable, but, where it can be shown that the attack is due to an 
at of negligence on the part of the owner, he does not escape 
liability by reason of the doctrine of scienter. If a horse is left 
wnattended for a long time, and is shown to have become restless 
by reason of the length of time for which it has been so left, then 
injury due to the horse’s restlessness is caused by the negligence of 
the person so leaving it unattended. 
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INSURANCE Poticy AGAINST THrIrRD-Party RIsk 


A lad of 17 took out a policy of insurance against third-party 
risks in respect of a motor-car. The policy contained an exception 
of the “death or injury to any member of the assured’s household” 
carried in the car. A claim was made under the policy in respect 
of an accident to the sister of the assured. Held: The sister was 
a member of the “assured’s household.” English v. Western 
{1939] 4 All E. R. 345. 

The term “householder” is commonly used to denote an occupier 
of premises responsible for the rent and out-goings payable in 
respect of them, and it is suggested in the editorial note to the 
case that only a householder can have a household. The term 
“household” is, however, given a wider significance in the above 
case. “I think that the words ‘member of the assured’s household’ 
mean a member of the same household as that of which the insured 
is a member, just as one speaks of a member of a man’s college, 
and a member of a man’s club, and expressions of that type” per 
Branson J. at p. 346. 

LIABILITY OF TRUSTEE UNDER DEED OF ARRANGEMENT 
FoR Goons ORDERED 


The defendant, who was the trustee of a deed of arrangement, 
ordered certain materials to be supplied for the completion of 
dwelling-houses forming part of the debtor’s estate. The plaintiffs, 
who supplied these materials, were creditors, and attended the 
meeting of creditors at which it was agreed to appoint the defendant 
trustee of the debtor’s estate. They were not, however, members 
of the committee of inspection. In the orders for the materials 
referred to above, the defendant was described as trustee, but in 
no other way was his liability limited :— 

Held by the English Court of Appeal: the description of the 
defendant as trustee was not sufficient to restrict his liability 
under the orders to the funds that he held as trustee, but the 
defendant was personally liable for the price of the materials 
supplied. Hunt Brothers v. Colwell [1939] 4 All E. R. 406. 

The Editorial note to the above case states that it is suggested 
in the judgment that a trustee of a deed of arrangement desiring 
to negative personal liability should use express words denoting 
that recourse is only to be had to the funds that he holds as trustee. 


PROXIES 
At a meeting of shareholders of Mount Morgan Ltd., held 
on October 30, 1939, for the purpose of electing two directors, 
there were five candidates. Before the meeting 30 proxies had 
been given in favour of 11 shareholders. On the back of each 
ballot paper was printed the following: 
Votes in own right .. 
Votes as proxy .. 
CO eer eae eee ee ee 
These particulars were, however, for the use of the scrutineefs, 
and were not for the use of the shareholder. 
At the ballot, three only of the proxy holders marked upon 
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their ballot papers that they voted in their own right and as the 
holders of proxies for other shareholders. By direction of the 
chairman, however, the proxies held by all other shareholders 
who voted were added to their individual votes. The ballot 
being counted on this basis, Messrs. E. Byron Moore and 
E. J. Morgan, were elected as directors. Two candidates, 
Messrs. D. V. Clifton and R. Cullen Ward, who were defeated 
under the above method, claimed that the proper method was 
to count only the votes as proxy in cases where a holder had 
made reference to his proxies on his ballot paper. Under this 
method, Messrs. Clifton and Cullen Ward would have been 
elected. 

On a motion by Messrs. Clifton and Cullen Ward for injunc- 
tion restraining Messrs. Byron Moore and Morgan from acting 
as directors, Roper J. found for the former. His Honor said 
that no presumption that a shareholder was exercising proxy 
yotes could arise unless the shareholder gave clear indication 
that he was doing so. 

Messrs. Byron Moore and Morgan appealed against this deci- 
sion to the New South Wales Full Court. The Full Court 
(Davidson and Nicholas JJ.; Jordan C.J. dissenting) upheld 
the appeal. 

Mr. Justice Davidson said that the litigation in which the 
parties had become involved afforded an interesting example 
of circumstances in which the affairs of persons engaged in 
ordinary business transactions might be subjected to undue 
interference through excessive refinement in the application of 
general legal principles. A tendency towards the same type of 
thing had been making itself felt in the attitude of Courts in 
construing trade contracts, until the House of Lords pointedly 
directed attention to the fact that, without violation of legal 
principles, the dealings of men should as far as possible be 
treated as effective by the application of a fair and broad treat- 
ment without being too astute or subtle in finding defects (cf. 
Hillas v. Arcos, 147 L.T. 503 at pp. 512-514). 

For similar reasons the Courts were loath to grant injunctions 
which interfered with the domestic management of companies 
when it appeared that they possessed the means under their 
atticles of settling their own disputes (Harben v. Phillips, 23 
Ch.D. 14). 

It was eminently reasonable for any voter to assume, as he 
had given notice in terms of article 85 of the articles of associa- 
tion by lodging his instrument of proxy of his intention to exer- 
tise his vote at the meeting as a proxy, that he was doing so, 
and also voting on his own behalf when he signed his ballot paper 
and placed it in the box. 

It appeared to his Honor that, instead of the general legal 
principle referable to the exercise of powers being applied so as 
to invalidate thousands of votes obviously intended to be cast, 
the position should be regarded upon the admitted facts in 
exactly the opposite manner, and that the whole of the votes 
mder the control of the proxy, including his own, should be 
‘ounted, unless he expressed himself in some way to the 
contrary. 
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The Landlord's Priority under the Commonwealth 
Bankruptcy Act 1924-1933 


By Norman S. YOUNG, A.1.C.A. 


Section 84(1) of the Bankruptcy Act authorises a trustee to 
deduct the costs which he has incurred, incidental to the admin- 
istration of the estate (including his own remuneration), as a first 
charge on the amount available from the realisation, collection or 
recovery of the debtor’s estate and, in addition, imposes upon him 
the obligation of determining the amount of, and, if sufficient funds 
are available, of paying, in the order specified in the section, the 
claims of those creditors entitled thereunder to prior payment in 
whole or in part. 

The determination of the priority claims is not an easy task 
and the trustee should exercise particular care before admitting and 
paying these claims. In all cases he should insist upon the priority 
creditor filing a proof of debt (Jn re Thompson, 7 A.B.C. 278). 

The purpose of this article is to indicate in particular the necessity 
of caution in dealing with the landlord’s claim for priority under 
Section 84 (1) (#) and to refer briefly to a few of the problems 
which have arisen in practice in connection with claims under this 
sub-section. 

At the outset, it should be observed that there is a radical dis- 
tinction between the provisions of the English Bankruptcy Law and 
the Australian Bankruptcy Law in connection with the landlord’s 
claim. 

Under the English law, notwithstanding an adjudication in bank- 
ruptcy, the landlord, to a limited extent, is entitled to distrain on 
the bankrupt’s goods. Because his right of distress is preserved, 
in part, at least, the landlord is not given a statutory priority in the 
distribution of the bankrupt’s estate under the English Bankruptcy 
Act. The policy of the Commonwealth Bankruptcy Act, however, 
is to prohibit distress after the making of the Sequestration Order 
as S. 84 (1) (i) must be read in conjunction with S. 88 of the Act 
which, in the words of Dixon J., in Carson v. Humphreys, 3 A.B.C, 
at p. 54, “imposes a limitation upon the remedies of the landlord 
and deprives him of a valuable right” (i.e., the right to distrain). 

As compensation for the loss of this right to distrain, the land- 
lord, subject to certain important qualifications, is given a priority 
for so much rent, for a period not exceeding three months, as was 
due and payable at the date of the Sequestration Order. 

In view of the distinction indicated above, the decisions of the 
English Courts in connection with the landlord’s claim under the 
English Act, are of little practical assistance to the trustee admin- 
istering an estate under the Commonwealth Bankruptcy Act. 

A careful examination of the sub-section reveals :— 


(1) That the person claiming priority must be the landlord oi 
the bankrupt, 

(2) that the rent for which prior payment is sought must be due 
and payable at the date of the Sequestration Order, 
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(3) that the maximum priority claim shall be three months’ rent, 

(4) that the priority is absolutely dependent upon goods being 
on the premises at the date of the Sequestration Order, 
which the landlord could have seized under distress for rent 
proceedings, if the Sequestration Order had not been made, 

(5) that in cases where the landlord’s claim under S. 84 (1) (#) 
exceeds the value of the distrainable goods on the premises, 
the priority is to be reduced to the value of such goods. 


The Landlord of the Bankrupt 


A landlord is described by Foa in The Law of Landlord and 
Tenant, 6th Edition, at p. 1 as “a person who, having an interest in 
hereditaments, transfers a portion of his interest therein to another, 
usually in consideration of a certain periodical rent or other 
recompense.” 

The creditor does not have to prove his character of a landlord 
by a written instrument as many tenancies are created by word of 
mouth, but he must in truth be a landlord. Thus the vendor of a 
property, under an agreement for sale and purchase, in terms of 
which the purchaser is to pay a weekly or other regular instalment 
on account of principal and interest, would not be entitled to 
priority under S. 84 (1) (7) for any portion of his debt if a 
Sequestration Order were made against the purchaser. 

On the other hand, if the bankrupt is indebted to a mortgagee, 
and the mortgage contains an attornment clause, it is possible for 
a claim under S. 84 (1) (i) to be received from the mortgagee. 
An attornment clause in a mortgage generally provides that in 
certain events (e.g., when the mortgagor defaults under the 
mortgage), the mortgagor will agree to hold the mortgaged 
property as tenant of the mortgagee at a specified rent which may 
be fixed to cover interest accruing under the mortgage, or some- 
times interest, expenses incurred by the mortgagee, and a regular 
reduction in the principal debt. The object of such a clause is to 
place the mortgagee in a more favourable position by securing to 
him the payment of the interest obligation under the mortgage by 
means of the right of distress. 

The English Courts, on numerous occasions, have permitted a 
mortgagee to obtain the benefit of the right to distrain after 
bankruptcy, given to a landlord under S. 35 of the English Bank- 
ruptcy Act 1914 and 1926, where, under a mortgage deed, the 
bankrupt mortgagor has attorned tenant to the mortgagee (ex p. 
Voisey, 21 Ch. D. 442; ex p. Queen’s Benefit Building Society, 16 
Ch. D. 274; ex p. Punnett, 16 Ch. D. 226). 

Although there is no reported decision by an Australian Court 
of a mortgagee having successfully established a priority claim 
under S. 84 (1) (#), there would appear to be every justification 
for assuming that, in certain circumstances, such a claim could 
arise. “A mortgagee is not the less a real landlord because he is a 
mortgagee,” per Jessel M.R., in re Stockton Iron Furnace Company 
(1878, L.R. 10 Ch. D., at p. 354). 

However, a trustee would be ill-advised to grant a mortgagee 
priority under S. 84 (1) (i) where the claim is based on an attorn- 
ment clause in a mortgage without first obtaining legal advice and, 
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if necessary, an order of the Court. Several practical difficulties 
are to be noticed in the way of a mortgagee establishing a claim 
under the section. If the security held by him exceeds the amount 
of the debt including interest no priority could be admitted. If 
the mortgagee is partly secured and in accordance with the pro- 
visions of the appropriate rule values his security and proves for a 
deficiency, it would appear that this deficiency would have to be 
apportioned proportionately to the principal and arrears of interest, 
and that in dealing with the arrears of interest, this would be 
treated as having accrued during the whole period for which 
interest is outstanding. Payments made to the mortgagee would 
also require to be examined with a view to determining in what 
manner they should have been or have been appropriated. 

In actual practice it is known that claims by mortgagees for the 
priority given under S. 84 (1) (i) have been made but, until a 
decision of the Court is available, any view expressed on the rights 
of the mortgagee under this sub-section are necessarily speculative. 


The Rent Must Be Due and Payable at the Date of the 
Sequestration Order 


If the proceedings in bankruptcy occur prior to the date on which 
the rent has to be paid, no priority will be available, notwithstanding 
that portion of the rent when it ultimately becomes payable has 
accrued during a period preceding the date of the Sequestration 
Order. (See S. 65 of the Law of Property Act 1936 (S.A.).) 

Where a landlord on receipt of a notice of a meeting of creditors 
under Part XI of the Act re-entered the premises occupied by the 
debtor several days before the six months’ rent accruing due 
under the lease fell due for payment and levied distress, it was 
held that the distress was illegal because the tenancy had been 
terminated by forfeiture and re-entry. It was further held that 
the landlord, having by his own action discntitled himself to the 
right to distrain (i.e., by terminating the lease by forfeiture and 
re-entry) prior to the meeting under Part XI, could not sub- 
sequently receive a priority under S. 84 (1) (i) because at the 
relevant date he was unable to show his ability, but for the bank- 
ruptcy proceedings, to levy distress. (Jn re Collins, 2 A.BC, 


p. 61.) 
The Measure of the Landlord’s Priority 


It is provided that the rent shall be reckoned from day to day 
for a period not exceeding three months. 

The interpretation of this portion of the sub-section was before 
the Court in re Kanis, 6 A.B.C., p. 268. 

This decision is of particular importance to trustees as it deals 
with a type of claim which frequently arises in practice. 

Before proceeding to a consideration of the decision in the case 
referred to, it is relevant to make reference to one aspect of the 
law on the subject of “appropriation of payments.” Briefly it can 
be said that where a debtor, at the time of paying an amount owing, 
nominates the account he wishes discharged or the manner in 
which he desires the payment dealt with, his nomination is binding 
and the creditor must accept the payment, so qualified or, if he is 
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not prepared to do so, then he must return the amount tendered. 
On the other hand, if the debtor, at the time of payment, makes 
no nomination, the creditor is entitled to appropriate it in the 
manner he deems advisable. 

It becomes important frequently to determine whether, in 
making payments of rent, the debtor has stipulated what liability he 
is discharging. For example, if the debtor gets into arrears with 
his rent and, under arrangement with the landlord, the arrears are 
permitted to stand in abeyance on the understanding that current 
rent is paid, the debtor’s payment of the current rent will have the 
effect of leaving the arrears as an outstanding liability and, if the 
debtor subsequently goes bankrupt, the landlord’s priority will be 
limited to the current rent which has not been paid during the three 
months immediately preceding the date of the sequestration order. 
This was the effect of the decision of Lukin J., in re Kanis, supra. 
In that case the debtor had been in occupation of premises at a 
rental of £12 per week, which he had been unable to meet and, as a 
result arrears had accumulated, to the extent of £216. He had 
then made an arrangement to continue in occupation at a reduced 
rental of £8 per week to be paid every week and, when he was able 
to, he was to reduce the arrears. It was held that the landlord’s 
priority was limited to the actual rent which had fallen due for 
payment during the three months next preceding the date of the 
Sequestration Order, and which was unpaid at that date. 


Distrainable Goods on the Premises 


In those States where the landlord has no right of distress, he 
will not be entitled to a priority under S. 84 (1) (¢) of the Act. 
This will be the position in New South Wales and Western 
Australia. 

A question which inevitably arises in dealing with this aspect of 
the landlord’s claim, is the determination of what are distrainable 
goods. It has been held that where the only goods on the premises 
are subject to a Bill of Sale notwithstanding that these goods realise 
more than sufficient to pay the amount due under the Bill of Sale, 
the landlord is not entitled to a priority. (Jn re Carter & Elliott's 
Deed of Arrangement, 11 A.B.C. 90.) 

What is the position if the only goods on the premises are held 
by the bankrupt under Hire Purchase Agreement? Does the 
value of such goods or, alternatively, the value of the debtor’s 
equity in them constitute a basis for measuring the landlord’s 
priority under S. 84 (1) (i)? In each State the relevant legisla- 
tion governing distress for rent proceedings is different so that a 
general rule cannot be laid down. If trustees are confronted with 
this problem, the solution should be sought from the Court. It 
would appear, however, that as the Sequestration Order would not 
prohibit the landlord from distraining on hire purchase goods, the 
value of such goods could not be taken into account in measuring 
the landlord’s priority. 

Frequently, exercising the discretion provided by S. 91(d), the 
creditors exempt from the proceedings in bankruptcy the debtor’s 
household furniture. If the landlord of the premises, in which 
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the debtor’s exempted household furniture is located, has a claim 

for unpaid rent, it would appear that he can use the value of the 

exempted household furniture in establishing the amount of his 

priority. 

The Priority Claim is Not to Exceed the Value of the Goods 
Distrainable 

The proviso to S. 84(1)(i) indicates that where the landlord 
and trustee are unable to agree upon the value of the distrainable 
goods, the Court is empowered to fix the value in a summary 
manner. 

With the abolition of the right of distress, in several States, it 
is clear that there is every possibility in the future, that S. 84(1) (i) 
will become a nullity, as other States are likely to follow the lead 
already given. 

The broad purpose of bankruptcy legislation is to call upon 
creditors to make an equal sacrifice in connection with the various 
claims which they have against the bankrupt. The priorities are 
an exception to this basic principle, and it would seem desirable that 
these exceptions should be restricted, as far as possible, unless they 
can be justified either on the grounds of public policy or equity. 
In the case of the landlord, justification on either of these grounds 
<loes not appear to exist and it is, therefore, to be assumed that the 
<lisappearance of this priority from the bankruptcy code will not be 
regretted by the general commercial community. 





Pay Rolls and Ancillary Records 


EcoNoMIES IN THEIR PRODUCTION 
By J. N. Keynes 
(Works Assistant Accountant, The Broken Hill Associated 
Smelters Pty. Ltd., Port Pirie, S.A.) 


The work of producing pay rolls, pay vouchers, envelopes and 
records of employees’ earnings and deductions is, in an undertaking 
of any size, a formidable job and this article sets out to describe 
how, in the above organisation, the effort involved therein was not 
only considerably lessened but how liability to error occurring was 
much reduced. 

Because it it is not essential for the purpose immediately in 
view I shall but briefly touch upon the stages leading up to and 
including the computation of the gross wages and bonus payable to 
each individual. 

Employees are given a permanent number upon registration 
with the Company, and clock on and off at the main gate each shift. 
For costing purposes the employee’s foreman enters on time sheets 
or job tickets the time occupied on each job; the total time for the 
shift is next day compared with the recording on the employee's 
clock card. For the information of the employee the hours 
worked each shift at the appropriate rates (almost invariably 
confined to one rate because of the operation of the “mixed 
function” clause in the Industrial Agreement) are reflected on 
the clock card, but, because the total wages and bonus for the 
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fortnight are made available for inclusion on the pay roll by punch 
card units, these are not extended for the fortnightly pay period. 
A pay roll sheet (see specimen 1) accommodates thirty employees, 
the names and numbers of whom are recorded thereon by means 
of an addressograph equipped with special copying ribbon. Pro- 
vision, it will be observed, has been made for particulars of 
earnings as well as various deductions. More will be said at a 
later stage regarding deductions, so suffice it for the moment ti 
state that these deductions are entered on the pay roll sheets, 
totalled and balanced prior to the end of the fortnight. Mechanical 
tabulations reflecting, among other things, the total hours paid 
for, gross wages and bonus for the fortnight in respect of each 
individual, become available within an hour or two of the close of 
the fortnight, and these totals are transferred to the pay roll sheets 
against the names of the individuals concerned. After calculating 
the net pay for each man and balancing the pay roll sheet it is then 
“wiped” over the gelatine roll of a copying machine. (All entries, 
by the way, are written on the pay roll sheets with a copying pen- 
cil.) 

Then follows the process of copying :— 

First is produced the pay voucher. These are made up in sets 
of 30 (see specimen 2) to correspond with the pay roll sheets and 
are so arranged that the top margin of about 43-inch width is alone 
exposed ; the vouchers are kept in position by being lightly gummed 
together. A set of vouchers is therefore placed over the gelatine 
carrying the pay roll information, which is thereby impressed on 
the vouchers. The sets are easily parted and sorted as required. 
A voucher, reflecting details relating to his pay, is thus created for 
each employee, who signs the receipt form thereon and subse- 
quently exchanges it for his pay envelope. 

Secondly, a sheet of plain paper (gummed at the back) the 
full length of the pay roll, is placed on the gelatine roll to repro- 
duce the man’s name, number, and net pay. These sheets, which 
are just sufficient width to take this information and no more, 
are afterwards stripped by means of a guillotine so that the data 
appertaining to each man is on a separate slip. These are moistened 
and adhered to the pay envelopes. 

Thirdly, paper ruled similarly to the pay roll and of the same 
size, gummed at the back, is pressed on the gelatine roll to obtain 
a copy of the whole of the data thereon. As in the case of the 
envelope these sheets are cut up by the guillotine to give a strip 
for each individual and is known as the “record strip.” 

Upon the completion of the third stage the gelatine roll is 
turned on to the next space and the same procedure is followed in 
regard to the next pay roll sheet. 

The time occupied in wiping the pay roll sheet on to the gelatine 
roll, obtaining the copies on pay vouchers, envelopes and record 
strips and turning the roll for the next pay roll sheet is two to 
three minutes. Perfectly legible copies are reproduced in each 
case, the original pay roll is unimpaired, and transcription errors on 
vouchers, envelopes and employees’ record cards (described 
presently) abolished entirely. The consequential saving in time 
is very considerable. 

Reverting to the record strips, these are gummed to the men’s 


SPECIMEN 2 


Bottom Voucher depicts Full Contents of each Voucher 
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individual record cards (specimen 3). This card is ruled precisely 
in the same manner as the pay roll and provision is made at the 
top for the man’s name and number, also information “boxes” 
which supply data relating to his deductions. The strips are 
stuck on the card opposite the appropriate pay day number. As 
the man’s name and number is on each strip, its being placed on the 
wrong card would become quickly evident and can be checked at a 
glance. A man’s name is retained on the pay roll whether or not 
he received pay in any fortnight and his blank strip is stuck on the 
record card against the pay day number concerned, otherwise it 
could not be readily determined whether in fact he had no pay or 
the strip had been mislaid. Upon a man’s leaving or joining the 
service the card is suitably marked. All the cards are added on a 
comptometer twice a year and as they are self balancing, no diffi- 
culty is experienced in getting an over-all “tie up” of each column 
with the aggregation of the corresponding pay rolls for the period. 

Apart from other advantages the easy means whereby details 
relating to men’s earnings, etc., are made available, makes the 
system worth while, particularly if the number of deductions per 
man is many. 

Our pay period ends at 8 a.m. every alternate Wednesday and 
with pay roll sheets prepared beforehand as previously stated, the 
pay rolls covering about 1,400 men are completed and balanced in 
respect of all wages earned up to that morning, the pay rolls 
analysed for the purpose of cash requirements, vouchers, envelopes 
and record strips produced and stuck on the record cards by about 
4.30 o’clock the same afternoon. This time is achieved as a 
regular thing and on the occasion of a holiday has, by special 
effort, been greatly improved on; the cash is enveloped next morn- 
ing and payment is made during that afternoon. 

One of the problems which confronted us in moulding the 
copying idea to suit our peculiar needs was the evolution of a 
simple but effective method of controlling deductions. This was 
accomplished by having information boxes on the top of the record 
card and making the general ruling thereof a replica of that of 
the pay roll. <A standard total exists for each deduction and this 
is varied in accordance with enrolments, resignations, etc., each 
fortnight. The payroll totals must, of course, reconcile with the 
standard. Any alteration in a deduction is marked on the man’s 
record card in the appropriate column against the pay number 
(extreme left hand side of record card). Thus if a man is away 
for a fortnight and no wage exists from which to make deductions, 
double deductions will obtain next pay. Therefore the first step 
in recording the deductions on the pay roll is to list from the 
clock cards employees who will have no pay for the fortnight and 
mark the record card. Then the deduction section of the pay roll 
is compiled by recording from the information boxes on the record 
cards (not from the deduction of last pay), varied as necessary by 
such adjustments as are noted on that card. These pencilled 
signals on the card become covered up by the adhesion of the strip 
at the end of the fortnight. Variations from standard, in addition 
to those relating to absentees, are noted in the course of compiling 
the pay roll, and the net total of these form the means to establish 
agreement with the standard. 
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Winding-up, Reconstruction and Amalgamation 
of Companies 
By A. C. LEstig, A.1.c.A. 


(Being a lecture delivered to the Commonwealth Institute 
Students’ Society, Sydney.) 


Before I came here to-night, I received instructions from your 
Executive to look at the papers sent to me and try to draw a 
picture behind the questions set in the examination. Those 
instructions are rather difficult. The questions are quite specific, 
and the answers are readily ascertained when one has a mental 
picture of the Act; and so far as I can see it is just a feat of 
memory on your part. 

I cannot tell you just how to answer the questions in the 
examination room; but perhaps I can draw a picture which will 
help you to make at least a wild guess and collect one or two marks. 


Compromises or Arrangements 

Starting with Section 133 of the Act, I will read the first sub- 

section : 

(1) Where a compromise or arrangement is proposed between a company 
and its creditors or any class of them, or between the company and 
its members or any class of them, the court may, on the application 
in a summary way of the company or of any creditor or member of 
the company, or, in the case of a company being wound up, of the 
liquidator, order a meeting of the creditors or class of creditors or 
of the members of the company or class of members, as the case 
may be, to be summoned in such manner as the court directs. 

That is the pith of the Section. You have a company, a class of 
creditors or a class of members. The arrangement must be 
between a company and a class of members or between a company 
and a class of creditors, or between a company plus a class of 
members and plus a class of creditors. 

Dealing with the whole question, you will find on page 41 of the 

lecture I gave on the subject, these words: 

“From time to time a scheme acceptable to a majority of a class of 
persons is unable to be carried out for the reason that complete unanimity 
is required. Thus an unreasonable minority may hold up a scheme which, 
while involving a class in some loss, is in effect a compromise or arrange- 
ment whereby the class saves itself from greater loss.” 

Section 133 is directed to such a circumstance. There may be a 
class of creditors which hears on good authority that the company 
has a fair chance of going ahead, if the creditors will only com- 
promise their claim; but if any one, two or three creditors insist 
on pursuing an action against the company, then it must go to the 
wall. You can see, however, that some of the creditors will lose 
some of their money for the sake of getting 12/- in the pound 
and in the hope of getting future business from the company. 
In a case like that, where you have one or two who stand out, 
if a simple majority, representing three-fourths in value, want tt, 
then you can force the scheme on those who stand out. 

Now, what sort of compromise could a class of creditors wish 

to force on another class of creditors? In a case in point, 4 
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company was trading over a period of years and sustained 
severe losses. After a time, they called in an accountant to look 
through the business and see what the trouble was. He found it, 
and from that date the business was run on a sound basis. The 
position was that the creditors could have wound up the company 
any time they liked; but the accountant found out that it could 
carry on successfully if it could compromise with its creditors as 
at a certain date. He put it to the creditors that if they would 
accept a certain amount, 5/- in the pound or 10/-, whatever it may 
be, he would take over the shares of the company and carry on 
without going into liquidation. Now, none of that was objection- 
able. The Section says, if the company asks the court to call a 
meeting of that class of creditors, and if they agree by a majority 
of those present, representing three-fourths in value, then such an 
arrangement becomes binding on everyone. He told the court that 
it was a pure speculation, and if a compromise could be effected, 
he would find the money to put the company on a better basis 
and carry on. The scheme was put before the court, which called 
ameeting. There were one or two recalcitrant creditors; but they 
were bound by the Section providing for a simple majority and 
three-fourths in value, and the court sanctioned the scheme. 

So, a company can, under Section 133, compromise with its 
creditors, provided, of course, that it is tackled in the right way. 
And that is where your job comes in. You have to go to the 
persons to whom the company is indebted and say to them, “The 
company is indebted to you for so much. If you like, the company 
will go into voluntary liquidation and you will get something like 
4/6 in the pound. If, on the other hand, you will compromise and 
accept 6/- in the pound, you will have the patronage of the 
company in the way of trade in the future—say, on a cash basis— 
and we will carry on. You will be 1/6 in the pound better off, 
the company will carry on, and you will have the company’s 
future business.” You will see quite easily the benefit of such an 
arrangement, especially as all future business will be on a cash 
basis. 

Whenever you get a question of compromise, think of Section 
133. Instruct your solicitor to go to the court and ask it to call 
a meeting, giving fair notice, and when the meeting passes the 
resolution by the required majority of members and value, then you 
can go back to the court, which will sanction the scheme, which 
is then binding on everybody. 

Arrangements under Section 133 are a bit different. The word 
“compromise” has a limited meaning. It means that there is some 
dispute. I owe you £1, and say I can only pay you 5/-; and then 
you tell me that you will accept 10/-. That is compromise. 

The usual arrangement of classes of members is into preference 
and ordinary shareholders; but you can have all sorts of other 
classes, such as cumulative preference shareholders. Usually 
the courts have gone so far as to force on members of a whole 
class of shareholders of a company an arrangement like this: 
that the shareholders of “A” company agree to part with certain 
of their share interests to shareholders of “B” company and 
take from the shareholders of “B” company certain shares in 
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repayment of their shares. So the recalcitrant members of “A” 
company are forced to hand over ten of their shares in return for 
five of the shares in “B” company. 

A more common arrangement is with debenture holders, 
Debenture holders realise there is a chance of getting their money 
by accepting preference shares. They say, “We realise that as 
debenture holders our chance of getting anything is thin; so we 
will take something else.” Now, that can be done at a meeting 
where sufficient value is represented by those present and voting. 
If you get a question on this in your examination paper, make sure 
that you say three-fourths in value and a simple majority of those 
present and voting. Then you will get at least half marks. That 
Section, by the way, was drawn up by accountants, and they said in 
effect that the only people interested were those present and 
voting. Then you can force your scheme on the remainder. 

Section 134 comes next, and the general idea is to follow up 
and improve Section 133; but this Section only applies to com- 
panies formed and registered under the Act. Section 133, on the 
other hand, applies to foreign companies as well. Here is the 
Section : 

“(1) Where an application is made to the court under Section one 
hundred and thirty-three of this Act for the sanctioning of a com- 
promise or arrangement proposed between a company and any such 
persons as are mentioned in that Section, and it is shown to the 
court that the compromise or arrangement has been proposed for 
the purposes of or in connection with a scheme for the reconstruction 
of any company or companies or the amalgamation of any two or 
more companies, and that under the scheme the whole or any 
part of the undertaking of the property of any company concerned 
in the scheme (in this Section referred to as ‘a transferor company’) 
is to be transferred to another company (in this Section referred 
to as the ‘transferee company’), the court may, either by the order 
sanctioning the compromise or by any subsequent order, make pro- 
vision for all or any of the following matters :—” 

The Section then states that these matters include the transfer of 
property or liabilities of any transferor company; the allotting or 
appropriation of shares, debentures, policies or other like interests; 
the continuation of legal proceedings pending by or against the 
transferor company; the dissolution, without winding up, of any 
transferor company; the provision for dissentients; and such 
incidental matters as are necessary to secure that the recon- 
struction or amalgamation shall be fully and effectively carried out. 
You have to read Section 134 and see in what circumstances the 
court will do this or that, and what are the powers of the court. 

In Section 135 you will see the manner in which the court deals 
with dissentients. You must read both Sections and find the 
facts for yourself. I have given sufficient to show what the court 
is after. It says in effect, that if there is anything set out in 
Section 134 with which you wish to deal, it will do it for you, and 
also make provision for dissentients as laid down in Section 135. 
If there are dissentients, then you must do certain things. You 
must give them a chance to arbitrate with regard to the value of 
their shares. If they do not take that course, then they are bound 
by the arrangement. 
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That is the whole of Sections 133-4-5; but you must get hold of 
all the circumstances under which Section 134 operates and the 
improvements made by Section 135, where dissentients are given 
the chance to have their case heard. The time limits are set out in 
Section 135, and you must learn them. 


Sale in a Winding-up 


The next Section is 269. On the face of it, it applies only to a 
voluntary winding up; but by virtue of other sections it applies 
to both a members’ and creditors’ winding-up and to a winding-up 
by the Court. 

The first sub-section says: 

“Where a company is proposed to be, or is in course of being, wound up 
altogether voluntarily, and the whole or part of its business or property 
is proposed to be transferred or sold to another company, whether a 
company within the meaning of this Act or not (in this Section called 
‘the transferee company’) the liquidator of the first-mentioned company 
(in this Section called ‘the transferor company’), may, with the sanction 
of a special resolution of that company, conferring either a general 
authority on the liquidator or an authority in respect of any particular 
arrangement, receive in compensation or part compensation for the 
transfer or sale, shares, debentures, policies, or other like interests in 
the transferee company, for distribution among the members of the 
transferor company, or may enter into any other arrangement whereby 
the members of the transferor company may, in lieu of receiving cash, 
shares, debentures, policies, or other like interests, or in addition thereto, 
participate in the profits of or receive any other benefit from the 
transferee company.” 

You see what happens. The liquidator can say, “I am going to 
sell the whole assets of the company for shares in ‘X’ company.” 
That is all it is. Instead of the long rigmarole of winding up, 
the shareholders find themselves in possession of shares in 
another company which they have agreed to take. This Section 
contemplates handing over the assets of one company to another 
in consideration of shares in that company. The thing to remember 
is that the winding up is altogether voluntary and must have the 
sanction of a special resolution. 

The same applies to Section 238 and under Section 231 (2) it 
applies to winding up by order of the court. 

There is provision for arbitrating in reference to dissentients, 
and you have to look to see what are the rights of dissentients. 

The answers to questions given in the examinations are con- 
tained in the Sections. There is no trickery and they seem to be 
fair questions which can be answered from the Sections involved. 

Further, Section 269 enables the sale and reconstruction of a 
company, even where the power is not contained in the memoran- 
dum. Under Section 133 a company cannot do anything it cannot 
do by virtue of the memorandum, and it has been held in England, 
where there was an arrangement which was quite fair, that it 
could not be carried through because the company did not have 
the power in its memorandum. Watch the difference in the two 
Sections. 

_Now, with regard to compromise, a company can say, “We will 
give you 15/- in the pound and call it square; and then give you 
our business in the future.” That is something you need not 
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look for in the memorandum. The very power to trade implies 
the power to compromise. In the other case, you want to bk 
certain that the power is contained in the memorandum. 

There is a third way of dissolving a company. Under Section 
169 you may sell any part of your assets to another company in 
consideration of shares in that company, and the same Section 
deals with the rights of dissentients. If you have not the power 
to enter into an arrangement you can wind up for the very 
purpose of getting that power under Section 269. Say that you 
wish to enter into an arrangement to sell the whole of your under- 
taking to “X” company, and the power to do so is not contained 
in your memorandum, you cannot do it. In that case you can 
wind up voluntarily without going to the court and getting an 
addition to your memorandum; but if you are going to do that, 
be very sure that the two resolutions are passed at the same time, 
as the one is dependent on the other. If the resolution for the sale 
of the assets is not passed, then the other cannot be passed. 


Amalgamation 


Now we come to winding up. This may be by the court, under 
supervision, voluntarily by the members or by creditors; but 
before I pass to that, I have a note with regard to amalgamation. 
It is hard to grasp what an amalgamation is. We can understand 
a compromise, an arrangement, or a reconstruction ; but personally, 
I did not understand amalgamation until recently. In the case 
of the Citizens and Grasiers reported in 51 C.L.R. 422, at page 
457, Mr. Justice Dixon gets right to the point. In that case three 
companies entered into all sorts of arrangements between them- 
selves involving the calling up of capital of “A” company by “C’ 
company. Everything went on all right, until the shareholders of 
“A” company found that it might not pay them to supply the 
money. “C” company brought an action against them to compe 
them to keep to their agreement. “A” company set up a number 
of defences, one being that what purported to be an amalgamation 
was not in fact an amalgamation. The court held that it was not 
an amalgamation for the reason that in an amalgamation there 
could not be more than one set of shares. Mr. Justice Dixon said 
that the replacement of two separate systems of capital by ont 
appeared to be required before it could be called an amalgamation. 
In the process of reorganisation in one or other or both the com- 
panies the substantial result must be to reduce for practical 
purposes two or more organisations of capital to one and two or 
more incorporated companies to one. ‘Thus an amalgamation 
means that two existing sets of share capital must become one; 
anything else would be a compromise, an arrangement or a recon 
struction. It is not, according to Mr. Justice Dixon, an amalgama- 
tion. 

Winding Up 

Going back to winding up. There are four methods by which 
this may be done; by the court, under supervision, by the mem- 
bers voluntarily, and by creditors. 

First of all, note the effect of a winding up on the company. 
In a winding up by the court there is an automatic stay of al 
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actions against a company; but the person bringing the action 
may go to the court and ask for leave to proceed. If it is a vol- 
untary liquidation, then there is no stay of actions against a 
company; but the company can go to the court and ask that 
actions against it be stayed, and the court may do so. 

Section 208 deals with winding up by the court. You will 
have to learn this and the other sections dealing with the matter. 
That is the student’s job—it is just a feat of memory and it will 
not help you to read out the sections. But the grounds on which 
a company can be wound up are by special resolution, default in 
filing the statutory report or in holding the statutory meeting, if 
the company does not commence its business within a year from 
its incorporation or suspends its business for a whole year; if 
the number of members is reduced below the minimum; if the 
company is unable to pay its debts; or the court is of opinion that 
it is just and equitable that the company should be wound up. 
Spender and Wallace in Company Law suggest that in the follow- 
ing cases orders would be made: 


(1) Deadlock on equal division of shares. 

(2) Fraud demanding investigation. 

(3) Sole or principal object failing. 
Where no bona fide business was ever intended. 
Over-reaching by directors. 
Where the future is hopeless. 

(7) Where business cannot be carried on consistently with 
honest dealing with the public from whom fresh capital is 
required. 


I do not think I need go further with winding up by the court, 
nor by winding up under supervision, because I think your main 
concern is with voluntary liquidation by members or creditors. 
Section 260 says a company may be wound up voluntarily : 

“(a) when the period, if any, fixed for the duration of the company by the 
articles expires, or the event, if any, occurs, on the occurrence of 
which the articles provide that the company is to be dissolved, and 
the company in general meeting has passed a resolution requiring 
the company to be wound up voluntarily ; 

“(b) if the company resolves by special resolution that the company be 
wound up voluntarily; or 

“(c) If the company resolves by extraordinary resolution to the effect 
that it cannot by reason of its liabilities continue its business, and 
that it is advisable to wind up.” 

The next step is taken under Section 265, and it is a very 
vital step. Before any winding up commences, you must consider 
this section. It decides whether the winding up is controlled by 
the members or by the creditors. The members are the company, 
and normally they will do it, if they can. If not, in come the 
creditors, and a very rigid reckoning so far as their rights are 
concerned. 

Section 265 says: 

“(1) Where it is proposed to wind up a company voluntarily, the direc- 
tors of the company, or in the case of a company having more than 
two directors, the majority of the directors may, at a meeting of 
the directors held before the date on which the resolution for the 
winding up of the company is to be proposed are sent out, make a 
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statutory declaration to the effect that they have made a full inquiry 
into the affairs of the company, and that, having done so, they have 
formed the opinion that the company will be able to pay its debts in 
full within a period, not exceeding twelve months, from the com. 
mencement of the winding up.” 


That is the vital point in a winding up. In the old days every 
winding up was a members’ winding up, until the creditors could 
show to the court that they ought to have control. Now, the onus 
is shifted, probably at the request of accountants, on to the 
directors to show whether it should be a members’ or creditors’ 
winding up. There must be a statutory declaration by the direc- 
tors to the effect that they will pay their way in twelve months; 
otherwise it is a creditors’ winding up. To keep the creditors out, 
the first step is that the directors meet; secondly, they make a 
statutory declaration under Section 265; thirdly, they file it 
with the Registrar-General’s Department; and then, but not til 
then, they call a meeting for the winding up. The meeting is held 
and the resolution is then passed. 

Turning now to a creditors’ winding up. If there has been no 
declaration under Section 265, the company must call a meeting of 
creditors and nominate liquidators. The next thing is to make 
sure that a committee of inspection is appointed, if you want to 
make use of any of the powers given under Section 269 to recon- 
struct. Without a committee of inspection, you cannot move 
without an application to the court—and that means the spending 
of money. Thus, to make it a members’ winding up the directors 
must do all those things under Section 265; if they do not, it is 
inevitably a creditors’ winding up, with all the benefits or dis- 
advantages that might follow. 

Now I come to the effect of a winding up. First, the company 
ceases business, except for the purpose of the winding up. If 
you are forced to buy new stock for the purpose of continuing 
existing business, you can do so, but you may not buy new stock 
for future business. So the company ceases business except for 
the beneficial purpose of winding up; secondly, liquidators art 
appointed ; and thirdly the powers of directors cease, unless cot- 
tinued by the committee or the liquidator. All transactions in 
shares are void, the assets are applied according to the articles, 
proceedings against the company are stopped, and any balances 
have to be returned to the contributors. There are sections dealing 
with the statements I have just made and you have to know them. 

I have noticed that you are asked what is the final act of the 
liquidator ; or how long after the final act of the liquidator is the 
company in existence. You have to read your Act to find out 
I could not answer 30% of the questions put in your papers; but 
I know where to go for the information. You, however, have to 
have it in your head for the purpose of the examination. 


Powers of Liquidators 
Finally, I refer you to the powers of liquidators. These yo! 
will find on page 55 of the notes I have collected. I do not think 
that in any examination you will be asked to set out all the powers 
of liquidators ; but they do ask for one or two of them; and it wil 
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help you if I read some of them. A liquidator in a voluntary 
winding-up, without sanction— 

. Bring or defend actions other than for book debts. 

. Carry on for the purpose of winding up. 

. Raise money on assets. 

. Bring action for book debts. 

. Compromise with creditors up to £100. 

. Compromise calls and liabilities up to £100. 

. Sell realty, personalty and choses in action. 

. Execute documents, etc. 

. Prove and receive dividends in bankruptcy of contributory. 

. Deal with bills of exchange 

. Take out letters of administration. 

. Appoint an agent. 

. Appoint a solicitor. 

. Do other things necessary to wind up. 

. Summon meetings of creditors and contributories. 

. Settle lists of contributories. 

Make calls. 
. Summon general meetings of company. 
Pay debts. 

. Adjust rights of contributories. 

. Sanction transfer of shares. 

. Apply to court to determine questions. 
Then it goes on to say what he may do with the sanction of a 
special resolution or a committee of inspection; but I do not think 
you will be asked to state more than four of the things a voluntary 
liquidator can do. They do not go beyond that. I do not know 
where I got that summary from; but a lot are given in Sections 
283, 284, 286 and 231. 

I hope I have carried out the instructions of the Executive to 
your satisfaction and given you a picture behind the sections of 
the Act; but it will always be the examinee’s job to know the par- 
ticular sections involved. 


Correspondence 
THE BurpeEN or INcoME Tax 
The Editor, The Australian Accountant, Melbourne 


Dear Sir, 

In your February issue you mentioned the fact that income 
tax in England had reached 7/6 in £, and hinted that this was the 
highest taxation in the Empire. You have, however, quite over- 
looked the fact that New Zealand is again holding the record in 
the Empire for excessive taxation. The highest rate, and this 
catches most companies and all the larger incomes, now levied 
in New Zealand is 7/11 in £ plus Social Security Tax of 5 
per cent., and to this has now to be added 15 per cent. on the 
7/11 by way of extra tax for war purposes. If this is added 
together you will see that it is 10/1 in the £, and this is the tax 
that is now being paid in New Zealand for the incomes that are 
taxable at the full rate. 
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Another addition, in a sense, is that if a man donates any 
money to the war fund, he cannot get such donation allowed as 
a deduction from his income, so he has to pay tax on his gene- 
rosity. This may be altered later on, but as the law stands at 
present no allowance can be obtained for donations to any war 
funds. 

Yours, etc., 
SUBSCRIBER. 


Wellington, N.Z., 19/3/40. 





STATE SALARY REQUIRED 
The Editor, The Australian Accountant 
Dear Sir, 


In the “Professional Engagements” column to-day in a morn- 
ing newspaper are seven advertisements calling for applicants 
for various positions from stenographers, salesmen, teachers, 
works manager, accountants, etc. All of them say: “State salary 
required.” This pernicious system of asking applicants to barter 
their services is very unfair to them and discreditable. to 
employers. Excepting accountants, most positions are covered 
by awards, and less than the prescribed wages cannot legally be 
offered. The meagre information given in advertisements does 
not enable an applicant to assess a salary commensurate with the 
position. The knowledge required and the responsibility of an 
accountant of a large company may be worth £1,000 per annum, 
whereas the position of accountant to a small concern may not 
warrant more than £6 per week. No qualified accountant, that is, 
one who has passed the examinations of a recognised Institute 
of Accountants, should be expected to work for less than £6 
per week. Qualified men, who, for no blameworthy reasons of 
their own, find themselves out of employment in their eagerness 
to obtain a situation, are tempted to offer their services at salaries 
a good deal lower than their qualifications merit and the know- 
ledge and responsibility of the position demands. When engaged, 
they find that their predecessors were paid anything up to £2 per 
week more. Unscrupulous employers trade on this. This lower- 
ing of salaries in relation to positions is disheartening to those 
who spend their time and money in qualifying by examination. 
Further, “state salary required” is a reflection upon those 
employers who so advertise, indicating that they do not know by 
scientific budgeting what expense rate their office organisation 
should carry and, secondly, indicates a poor conception of the 
value of clerical labour. 

Unfortunately, public accountants are not blameless in this 
iniquitous practice. 

Yours, etc., 
Non LIset. 

Melbourne, March 11, 1940. 
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The Exchange Problem in Accountancy 
By GerHarp R. Fetser, (Grav. Comm. UNIv. VIENNA) 


The problem of recording foreign currency transactions in 
the double-entry system has become more acute since the inter- 
national situation has brought about actual changes of exchange 
rates and a degree of uncertainty which might lead to further 
changes. 

It might therefore be opportune to review the different methods 
of recording transactions involving dealings with foreign currency 
in a double-entry system of book-keeping. 

Simple Transformation Method 

The simplest method of recording such transactions consists 
of transferring each item into the currency of the country in 
which the books are kept (the “home currency”’). 

All accounts under this method are kept in home-currency only 
without any notice being taken of the foreign currency at all, 
so far as the books are concerned. 

Accounts kept under this method must be adjusted at Balance 
Sheet time to show the proper amount of home-currency which 
is equivalent to the amount in foreign currency which it represents 
at Balance Sheet time rate. Adjustments are made against Profit 
and Loss, showing thus the net results from the dealing with 
foreign currency. This method is too unsatisfactory in its 
results to be recommended at all and needs no further discussion. 


Two Columns Transformation Method 

Each account affected is kept on a form which shows two 
money columns on each side of the account—one to record the 
transactions in foreign currency, the second to show the same 
transactions in home-currency. 

There are two ways of calculating the amount to be shown in 
home-currency: calculation at actual rates and calculation at 
fixed rates. 


Actual Rates 
(a) Transactions involving both foreign and home currencies. 


(e.g.: Payment made by a dollar-debtor into the Sydney Bank 
account. ) 

The rate of exchange to be applied in the books is given by the 
actual rate of exchange at which the transaction took place. The 
amount of home-currency to be shown in the books against the 
foreign currency amount is, of course, the actual amount received 
or paid, as the case may be. 


(b) Transactions involving foreign currency only. 
(e.g.: A dollar-debtor pays into our own New York Bank 


account kept in dollars.) 
The appropriate home-currency amount is calculated at the 
rate of exchange on the day of the transaction. 
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(c) Transactions involving two different foreign currencies. 

(e.g.: A dollar-debtor pays into our London Bank account kept 
in English pounds.) 

The same principle applies. Differences, if any, are transferred 
to revenue. 


Fixed or Standard Rates 

This method aims mainly at facilitating the clerical work 
involved in recording the transactions. The main principle of 
this method is that the rates of exchange on the day of the opening 
balances are kept as a standard rate throughout the whole financial 
period, which may be a month, quarter, half-year or year. 


(a) Transactions involving both foreign and home currencies. 

The amount to be shown in the home-currency column is arrived 
at by using the standard rate of exchange. The difference as 
against the actual amount received or spent, as the case may be, 
is posted on to a “Profit and Loss on Exchange” account. 


(b) Transactions involving foreign currency only. 


The treatment of these transactions is the same as under the 
actual rate method, but standard rates are used. 


(c) Transactions involving two different foreign currencies. 

Again the same principle applies as under the actual rate 
method, the only difference being the use of standard exchange 
rates. 

The advantages of the fixed rate method over the actual rate 
method are, firstly, less clerical work and, secondly, the fact that 
it is always the same amount in home-currency which stands for 
a certain amount of foreign currency, leaving no balances on an 
account which is actually closed so far as the foreign currency is 
concerned (which would be the case under the actual rate method 
if the rate of exchange has changed). 

A simple example will illustrate this. 

Example: Goods for $100 are bought in U.S.A., payable 
in 60 days, exchange rate on purchase day being 4 dollars to the 
Australian pound. The invoice is paid through the Sydney Bank 
account when due, exchange rate being 3.3 dollars to the pound. 


Actual Exchange Rate Method 
SELLER LTD., NEW YORK 





1/5/39 To Bank $100 | £30 | Oe ND s.Se Su ea sto £25 


The account is actually settled, but shows still an open balance 
of £5, which has to be transferred by an adjusting entry to profit 
and loss, showing in our example a loss on exchange of £5. AS 
the example given is a very simple one, it may be seen at a glance 
that the remaining balance is not an asset, but actually a loss. 
But it has to be borne in mind that, in an account as it would 
appear in practice, showing numerous transactions of all descrip- 
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tions, it would by no means be so simple to decide what the poynd 
balance actually represents. Moreover, if a number of such 
accounts are kept and their balances form part of a general item, 
“Sundry Debtors” (even if a separate item “Sundry Debtor in 
foreign currency” is shown), it is obvious that the amount in 
home-currency shown would never give any information, as it 
contains both assets (or liabilities) and profit or loss items. 


Standard Rate Method 


Under this method, the transactions would be recorded as 
follows : 


SELLER LTD., NEW YORK 





1/5/39 To Bank .. $100 £25 | 1/3/39 By Goods .. .. 


PROFIT AND LOSS ON EXCHANGE 





1/5/39 To Bank .. £5 | 


BANK 





1/5/39 By $100—New York £30 


It will be seen that the account balances in both currencies. The 
same amount as transferred by the adjusting entry under the 
actual rates method is shown here on the revenue account as loss 
on exchange. 

Under both methods adjustments have to be made at balance 
sheet time to show the correct amount of home-currency to 
stand for the corresponding amounts in foreign currency. Under 
both methods, the balance in foreign currency in the foreign 
currency columns of the account (which are memoranda only 
and form no part of the double entry) has to be ascertained, 
transferred into home-currency at the actual exchange rate on 
the day of the balance sheet and the balance as shown in the 
home-currency columns of the account adjusted by an entry 
against revenue. Under the standard rate method, this rate of 
exchange is now kept on as standard rate for the next period. 


Foreign Currency Ledgers 


This method works somewhat similarly to the keeping of 
accounts in a self-balancing ledger. All accounts recording 
current assets or liabilities actually created in foreign currency 
are kept in this foreign currency only. All accounts of one 
currency are grouped in one ledger—the word “ledger” being 
merely theoretically used, not necessarily indicating a separate 
book—which is made self-balancing by including a “Foreign 
Currency Summary” account. 

The home-currency ledger system—which shall be called here- 
after the general ledger—contains one account for each foreign 
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currency ledger, the “Exchange Foreign Currency” account 
(which records home-currency amounts, as it is part of the 
general ledger). 

All transactions are recorded in terms of currency—foreign 
or home—in which they actually take place. 


(a) Transactions involving both foreign and home currencies. 

An entry is made in the appropriate account in the foreign 
currency ledger in foreign currency. The contra item to satisfy 
the rule of double entry is made in the Foreign Currency 
Summary account. 

The other part of the transaction affecting the home-currency 
is recorded by one entry being made in the appropriate general 
ledger account, the contra entry being posted to the Exchange 
Foreign Currency account. 

The Purchase of Goods for $100 as set out in the previous 
example would therefore be recorded as follows: 


Dollar Ledger 
SELLER LTD., NEW YORK 





1/3/39 By Goods... 
DOLLAR SUMMARY ACCOUNT 





1/3/39 To Creditors . . $100 
General Ledger 


PURCHASES 





1/3/39 To Creditors . . £25 
EXCHANGE—DOLLAR 





1/3/39 By Purchases 








(6) Transactions involving one foreign currency only 


Entries are made in the foreign currency ledger only, without 
affecting either Summary account or any general ledger account. 
(c) Transactions involving two different foreign currencies. 

Entries have to be made in both foreign currency ledgers 
against the Summary accounts and in the respective Exchange 
accounts in the general ledger. 

Entries in the Exchange accounts have to be made on the 
opposite side to the posting of the corresponding item in the 
Foreign Currency Summary account. 


Example 

At the request of a Swiss creditor, payment of a Swiss franc 
debt is made in dollars out of a New York bank account, the 
exchange rates being S.frs. 178 = $40 = £12/10/-. 

The following entries have to be made: 
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Dollar Ledger 
Dollar Summary A/c .. .. .. Dr. $40 


a ae 6s «o's S40 


Swiss Franc Ledger 


NO FA os 00 os ce oe os BE BO Te 
To Swiss Franc Summary A/c. .. S.frs. 178 


General Ledger 


Exchange Swiss Franc A/c. .. .. .. £12 10 O 
To Exchange Dollar A/c. .. .. .. £12 10 O 


(d) Entries to close the books. 


To close the books at Balance Sheet time, a trial balance is 
made out of each foreign currency ledger, the debits and credits 
of which—including the Summary account—must be equal. 

The balances of outstandings and liabilities are now trans- 
ferred to items in home-currency at the exchange rate of the 
balancing day. The amounts so obtained are incorporated into 
the general ledger by the following entries: 


Sundry Asset A/es. .. .. .. .. .. Dr. 
To Sundry Exchange A/cs. .. 

Sundry Exchange A/cs. .. .. .. .. Dr. 
To Sundry Liability A/cs. 


Provided the exchange rates have not changed during the 
period, the exchange accounts will thus be balanced; that means 
that any remaining balance in the Exchange accounts represents 
a pure revenue item, showing the respective profit or loss on 
dealings in the foreign currency. 

When all balances in the general ledger have been brought 
down, the Exchange accounts are reopened by simple reversing 
entries. 

The foreign currency ledger method shows the following 
results : 


1. Each account is kept in its original currency. The same 
amounts are posted as by the other party to the transaction. The 
accounts show clearly the respective balances. 

2. All foreign currency are real accounts in the meaning of 
the double entry system and not merely memoranda. They form 
part of an exact ledger system. 

3. The Foreign Currency Summary account shows at any 
time the total commitments or outstandings in the relevant 
foreign currency in terms of this currency. (On reversed sides 
—liabilities as debit and outstandings as credit balances.) This 
is essential to supply the necessary information to the manage- 
ment to keep liabilities and outstandings in foreign currencies 

*The net difference between these two items must equal the balance on Foreign 


Currency Summary account at the erchange rate used in transferring the foreign 
currency balances. 
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evenly balanced, to prevent losses in times of changing rates, or 
to guide the management as to amounts involved where specula- 
tions on the trend of exchange rates are desired. 

4. The Exchange accounts in the general ledger supply the 
correct results of the dealings in the respective foreign currencies 
after the closing entries have been made at balancing time as 
described. These entries need not be made in the books, where 
monthly balances are prepared. To arrive at the desired result, 
it is sufficient to take out a trial balance of all ledgers and then 
to deal with the foreign currencies as described in xtension 
columns of the trial balance, similar to the setting out of adjusting 
entries in a working sheet. 

Summing up, it may be correct to say that this method seems 
to be the only one which fulfils all requirements of both practice 
and science as to the recording of foreign currencies in the 
double entry system. It may be therefore highly recommended 
where those transactions are numerous and involve amounts of 
any importance. 

Although one principle of the method described is that only 
accounts for outstandings and liabilities and neither fixed assets 
nor any revenue accounts are to be kept in foreign currency, in 
practice revenue accounts are sometimes kept in terms of foreign 
currency and incorporated in the foreign currency ledger. The 
only reason for doing this is to save clerical work where numerous 
items are involved, by keeping (say) a separate Purchases account 
in dollars and merely journalising dollar purchases as: “Dollar 
Purchases Dr. to Dollar Creditors.” 

This method is to be rejected because, by adopting it, the 
Foreign Currency Summary account loses its outstanding features 
by ceasing to show the total commitments or outstandings in the 
particular foreign currency. 

There is one practical danger in applying the foreign currency 
ledger method. The making of entries in the Exchange accounts 
may be overlooked, especially in cases where no general ledger 
account is affected. Thus, in the example given under “trans- 
actions involving two different foreign currencies,” the entry 
“Exchange Swiss Franc A/c. Dr.—to Exchange Dollar A/c.” 
may be overlooked. It may therefore be suggésted that both 
Foreign Currency Summary account and the corresponding 
Exchange account should be kept in one form as set out below. 
In this form, every entry in the Summary account must have a 
corresponding entry on the same line in the Exchange account. 
Checking over is very easy, as entries overlooked can be seen 
at a glance. 


DOLLAR SUMMARY AND EXCHANGE ACCOUNT 





$ £ 
Summary A/C De. CG. | Exchange A/C De. & 
! 





1/3 To Creditors . . 100 | 1/3 By Purchases . 25 
1 
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The left side forms part of the dollar ledger, the right side 
part of the general ledger. ; 

This way of keeping two accounts in one form for practical 
reasons must not be confused with the method of keeping an 
account in home-currency and setting out foreign currency 
amounts in separate columns as memoranda only. Here both 
pairs of columns are actual accounts forming part of the whole 
system. 

It may be further mentioned that in the case of a machine 
bookkeep*ng system, one control-sheet may be kept for all foreign 
currencic. and all amounts (so far as the currencies are in the 
decimal system) regardless of the currency added up to check 
the arithmetical correctness of the entries. The totals on debit 
and credit must still be equal. 

In conclusion, a final comment may be desirable regarding 
the treatment of the net result of foreign currency transactions. 
Any loss must, of course, be transferred to Profit and Loss 
account. If it results solely from transactions with goods (say, 
purely from purchases), it may be transferred to Trading 
account—but in any case it is preferable to show either profit 
or loss on exchange as a non-operating item apart from the 
trading and general business result of the concern. So far as 
profits on exchange are concerned, these should never be trans- 
ferred to Profit and Loss and therefore shown as a net-profit 
item, unless they are clearly and fully realised. If they are merely 
made up by a change in the valuation of outstandings or liabilities 
following a change in the exchange rate, they should be trans- 
ferred to a “Provision for Variation in Exchange” account and 
will be used to take up losses on exchange which might occur 
in the next accounting period. When such profits are realised 
by an actual settlement at the new exchange rate, the provision 
could be brought back into account. 


Book Reviews 


HosPITAL OrGAN1. ATION AND MANAGEMENT 


The efficientl: -run hospital is as necessary in war as in peace— 
whether it be a military organisation or for the benefit of the 
civil population. 

In Australia, where the numerous hospitals are scattered 
throughout the tremendous area of the six States, Faber & 
Faber’s new manual, Hospital Organization and Management, 
published in England, will be of value to all hospital executives. 

The author, Capt. J. E. Stone, who is well-known in Britain 
as the writer of several works relating to hospital accounting, 
administration, publicity and law, has dealt very fully with his 
subject in the new volume of more than 900 pages. The twenty- 
three chapters cover every aspect of the well-organised hospital, 
while the index and several appendices are useful supplements 
to the text-book. 
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ANTARCTICA 


A considerable amount of intensive work during the past 
several years has culminated in the production of a map of 
Antarctica, with an accompanying handbook which includes ag 
index. The publications have been produced by the Departments 
of External Affairs and the Interior at Canberra, and constituté 
a valuable addition to the research literature of the Common- 
wealth. 

Australian explorers for many years have directed their 
energies and efforts to this region, and it is of interest to know 
that the Commonwealth Government now owns approximately 
one-third of the Antarctic Continent. 

The large map gives a clear picture of the exploration results 
in Antarctica, as well as the geographical configuration of the 
continent and the surrounding waters. Study of the map # 
facilitated by reference to the material in the manual which, in 
itself, is a concise but fascinating history of exploration in the 
Antarctic regions. 

Both map and handbook are available to the public, the 60 in. x 
40 in. two-sheet map costing seven shillings and sixpence, and 
the single-sheet map measuring 30 in. x 40 in. five shillings. A 
copy of the handbook is supplied with each map. 

W. Bruce RaAINsForp. 
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